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Dear Shareholders,

What an exhilarating year we just completed. Over the full year 2005, system-wide comparable bakery-cafe
sales grew 7.8% (7.4% for Company-owned locations and 8.0% for franchise-operated locations). These
strong comps helped drive average weekly sales to $38,318, or just shy of $2 million per bakery-cafe
annually. In addition, we opened a bakery-cafe every third day or so—139 to be exact—in 2005 (66
Company-owned locations and 73 franchise-operated locations). Strong growth in new cafe openings and
strong comparable bakery-cafe sales growth fueled Company revenue growth of 34%, to $640.3 million. In
2005, system-wide bakery-cafe sales reached almost $1.6 billion ($0.5 billion for Company-owned
locations and $1.1 billion for franchise-operated locations), driving Company earnings per share (EPS) to
$1.65, up 32% over 2004 EPS.

By year-end 2005, Panera Bread bakery-cafes numbered 877 system-wide, 311 of which were Company-
owned, and 566 of which were franchise-operated. Panera ended the year with nearly $71 million in cash
and investments, and no debt.

The byproduct of strong Company performance was a 69% rise in the value of Panera stock during 2005.
What is even more exciting is that Panera’s stock performance has been the best in the industry for the last
decade. As the Wall Street Journal recently reported in its “Shareholder Scorecard,” Panera was the top-
performing large restaurant stock not only last year, but also in the past five- and ten-year time frames as
well. We believe this speaks to the strength of our concept and the potential that still lies ahead.

2005 SUCCESS FACTORS

What enabled Panera to succeed in 2005 and over the last decade? Simply put, it is our concept and our
execution. We think our continued commitment to providing crave-able food that people trust, served in a
warm, community gathering place by associates who make our guests feel comfortable, really matters.
When this is rooted in our commitment to the traditions of handcrafted, artisan bread, something special is
created. As we say here at Panera, it’s our Product, Environment, and Great Service (PEGS) that we count
on to deliver our success —year in and year out.

More than ever before, customers today care deeply about the origin and quality of ingredients that
comprise the foods they eat. In 2005, several winning products reaffirmed our commitment to food that
people can trust. A prime example was our all-natural, antibiotic-free (ABF) chicken. While there are
significantly higher costs associated with sourcing ABF chicken, we realized that Panera customers
expected chicken of that quality at Panera. Accordingly, customer response to products like our Chicken
Bacon Dijon sandwich and our Asian Sesame Chicken Salad has been extremely positive.

In April 2005, the USDA began to recommend in its food guide pyramid that half of all daily intake of
grains in a balanced diet be whole grains. At Panera, we’re proud to say that we were ahead of the curve in
developing a line of whole grain bread. We recognized in late 2004 that customers cared very much about
eating ‘good’ carbohydrates. So our bakers developed what became our popular line of whole grain bread,
using the finest ingredients we could find.

In 2005, we introduced a new line of artisan sweet goods. Made with gourmet European butter, fresh fruit
toppings and delicious new fillings, these bakery items represent a significantly higher level of taste and
quality. They reaffirm our commitment to the “Magic of the Bakery,” and are what our guests expect from
Panera.

We also began selling our egg soufflés in 2005, which offered our guests the option of a hot, egg-based
item to start off their mornings. Baked in a flaky pastry shell with a hearty egg filling, this new item
became a crave-able addition to our breakfast menu. Our soufflés were well-received by our customers, and
ultimately fueled morning sales growth.



This past year also marked the first full year of our Via Panera Fresh Catering program. Via Panera allows
our customers to enjoy our quality sandwiches, salads, soups, and breakfast items in the workplace, at
school, and at home. It gives us the opportunity to grow our lunch sales without expensive investments in
large physical plants. Our catering division is now almost an $80 million business in its own right,
delivering over 5% of our system-wide sales today. Via Panera has considerable momentum, and we see
opportunity for significant growth in the future.

At Panera, we believe that crave-able products you can trust ought to be enjoyed in environments that
engage you, such as our new G2 bakery-cafe design. Central to the G2 format is our bread heritage, which
is expressed through a brighter, more open bakery display case, and original, bread-focused artwork. The
G2 design also enhances our traditional environment with higher quality furniture in a bakery-cafe full of
defined, intimate spaces that meet the various needs of our customers. If you haven’t already, we invite you
to experience this exciting new format in a bakery-cafe near you.

When you visit us, please try our free Wi-Fi. By year-end 2005, almost all of our 877 bakery-cafes (311
Company-owned and 566 franchise-operated) were Wi-Fi hot spots, making Panera Bread one of the
nation’s leading providers of managed, free Wi-Fi Internet access. We are proud that these efforts have
made us the only major restaurant business distinguished as a “2005 Technology Innovator” by Fast
Company magazine. We’ve always considered free Wi-Fi part of our commitment to making our bakery-
cafes the open community gathering places that we envision them to be. So we were very pleased when the
New York Times identified Panera Bread bakery-cafes as the work environment of choice for traveling
businesspeople and students nationwide.

We believe great service is the third key to our track record of success. We are particularly proud of our
high performance in the prestigious Sandelman & Associates survey of more than 62,000 consumers,
which ranks 120 restaurant concepts on overall customer satisfaction. For four years running, Panera has
been in either first or second place in customer satisfaction. Last year, 56% of Panera’s guests rated their
last visit to Panera “Excellent” on the Sandelman survey.

2006 OUTLOOK

For 2006, we are targeting earnings per share of $1.91 to $1.95 including the impact of expensing options,
which we adopted effective December 28, 2005. If we attain these targets, we would generate EPS growth
of 26% to 28% including the expensing of options in both 2005 and 2006.

Our EPS target is based on our individual targets for key metrics. In 2006 we are targeting 150 to 160 new
bakery-cafe openings (70-75 Company-owned and 80-85 franchise-operated), average weekly sales of
$39,200 to $40,200, and comparable bakery-cafe sales of 4% to 6%. I am pleased to say we are off to a
great start in the first quarter of 2006, with system-wide same store sales growth of 9% (8.9% for
Company-owned locations and 9.1% for franchise-operated locations).

At Panera, we believe that strong earnings are simply a product of our focus on delighting our guests. In
2006, we hope to delight our customers across the country with a new selection of winning products,
innovative environments, and industry-leading great service.

Our goal is to continually provide our guests with crave-able foods they trust. As such, we pay close
attention to their—and their children’s—dietary needs. This year, we are excited to announce a new Panera
Kids Menu full of products that cater to children’s palates. Crafted from all-natural, organic ingredients,
and featuring a new artisan white whole grain bread, these menu items will be food that kids really enjoy,
and parents can trust.

In 2005, we became aware of our customers’ growing concern for the potentially harmful health effects of
consuming trans-fatty acids. So we made a commitment to offer a menu free of trans-fatty acids, and
achieved this goal in early 2006. With the exception of trace elements and those that occur naturally in
certain foods like roast beef, we have eliminated trans-fatty acids from the foods we serve. Achieving this



was neither easy nor inexpensive. But it was necessary to maintain the trust that underlies the Panera
difference.

We look forward to continuous improvement in our service throughout 2006. While we are among the
leaders of our industry in accuracy and speed of service, we hope to substantially increase our performance
on both metrics this year.

Finally, 2006 marks the first year of our focus on “Share the Warmth” marketing. Rather than relying
solely on advertising, or other impersonal ways of connecting with customers, our Share the Warmth
marketing initiative will rely on “gentle collisions” to introduce Panera even more deeply into communities
throughout the United States. We are excited at the opportunity to bring Panera Warmth to new guests, in
new ways.

As we enter 20006, our research and experience show that significant opportunity lies ahead for deeper
penetration into existing and new markets. We are well prepared to fulfill the considerable demand for our
bakery-cafe experience. To that end, we have bulked up our Development organization, which is now over
100 people strong.

We are excited to inform you that we are on track to celebrate the opening of our 1,000th bakery-cafe in
Fall 2006.

Upwards of 20 other initiatives are in test at various bakery-cafes. Among the most interesting is our effort
to take the Panera experience more aggressively into the evening. You will learn more about this as the
year progresses.

In conclusion, I would like to extend a special thank you to our Board of Directors, to our support center
team members, and especially our Company operators, joint venture operators, and franchisees. You have
been the people behind Panera’s success for the last ten years, and you will be the drivers of our success—
not only in 2006, but for the next decade of the Panera story.

I would like our guests to know we will do everything in our power to continue to offer them an
extraordinary experience. And to our investors who have believed in our vision for Panera, I can assure you
that the entire team takes seriously its responsibility to steward this extraordinary brand for continued
success well into the future.

Sincerely,

b Aal

Ronald M. Shaich
Chairman and Chief Executive Officer



Matters discussed in this annual report to stockholders, including any discussion or impact,
express or implied, on the Company's anticipated growth, operating results, and future earnings
per share, 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. These statements
are often identified by the words “believe”, “positioned”, "estimate", "project”, “target”,
“continue”, "intend", "expect", "future", "anticipates", and similar expressions. All forward-
looking statements included in this release are made only as of the date of this release, and we do
not undertake any obligation to publicly update or correct any forward-looking statements to
reflect events or circumstances that occur or which we hereafter become aware, after that date.
Forward-looking information expresses management's present belief, expectations, or intentions
regarding the Company's future performance. The Company's actual results could differ
materially from those set forth in the forward-looking statements due to known and unknown
risks and uncertainties and could be negatively impacted by a number of factors. These factors
include but are not limited to the following: inability to execute our growth strategy, including
variations in the number, timing, and successful nature of Company and franchise bakery-cafe
openings and continued successful operation of bakery-cafes, failure to comply with government
regulations; loss of a member of senior management; failure or inability to protect our brand,
trademarks, or other proprietary rights, competition; rising insurance costs, disruption in our
supply chain or increases in ingredient, product, or other supply costs; disruptions or supply
issues in our fresh dough facilities; health concerns about the consumption of certain products;
complaints and litigation, risks associated with the acquisition of franchise-operated bakery-
cafes, other factors, some of which may be beyond our control, effecting our operating results;
and other factors that may affect restaurant owners or retailers in general. 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 27, 2005 and its quarterly reports on Form 10-Q.
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Forward-Looking Statements

Matters discussed in this report and in our public disclosures, whether written or oral, relating to future events or our future
performance, including any discussion, express or implied, of our anticipated growth, operating results, future earnings per share,
plans and objectives, 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. These statements are often identified by the words “believe”, “positioned”, “estimate”,
“project”, “target”, “continue”, “intend”, “expect”, “future”, “anticipates”, and similar expressions that are not statements of historical
fact. These statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions that are
difficult to predict. Our actual results and timing of certain events could differ materially from those anticipated in these forward-
looking statements as a result of certain factors, including, but not limited to, those set forth under “Risk Factors” and elsewhere in
this report and in our other public filings with the Securities and Exchange Commission. It is routine for internal projections and
expectations to change as the year or each quarter in the year progresses, and therefore it should be clearly understood that all forward-
looking statements and the internal projections and beliefs upon which we base our expectations included in this report are made only
as of the date of this report and may change. While we may elect to update forward-looking statements at some point in the future, we
do not undertake any obligation to update any forward-looking statements whether as a result of new information, future events or
otherwise.

PART I
ITEM 1. BUSINESS
GENERAL

Panera Bread Company (including its wholly owned 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.

As of December 27, 2005, we operated, directly and through area development agreements with 41 franchisee groups, bakery-
cafes under the names Panera Bread® and Saint Louis Bread Co.® Bakery-cafes are principally located in suburban, strip mall, and
regional mall locations and currently operate in 36 states. We specialize in meeting consumer dining needs by providing high quality
food, including fresh baked goods, made-to-order sandwiches on freshly baked breads, soups, salads, custom roasted coffees, and
other cafe beverages, and targets suburban dwellers and workers by offering a premium specialty bakery and cafe experience with a
neighborhood emphasis. We operate as three business segments, the Company-owned bakery-cafe operations segment, the franchise
operations segment, and the fresh dough operations segment. See Note 15 of our Consolidated Financial Statements for segment
information. As of December 27, 2005, our retail operations consisted of 311 Company-owned bakery-cafes, all in the United States.
As of December 27, 2005, our fresh dough operations, which supply fresh dough items daily to both Company-owned and franchise-
operated bakery-cafes, consisted of 16 Company-owned fresh dough facilities. Our revenues were $640.3 million for the fiscal year
ended December 27, 2005, consisting of $499.4 million of bakery-cafe sales, $54.3 million of franchise royalties and fees, and $86.5
million of fresh dough sales to franchisees. Franchise-operated bakery-cafe sales were $1,097.2 million for the fiscal year ended
December 27, 2005.



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

For the Fiscal Year Ended
December 27, December 25, December 27,
2005 2004 2003

Number of bakery-cafes:
Company-owned:

Beginning Of Period .......ccuiiiiiiiiieiieiieieeeee ettt eeeas 226 173 132
Bakery-cafes OPened........coccviiiiiieiieiieiecieeeeceee et 66 54 29
Bakery-cafes CLOSEA ......oooviiiiiieiieii et et s 2) — 3)
Acquired from franchiSEE(1) ......ccverieriieiiieieeiesieeee et 21 1 15
Transfer to franchiSEE(2).......ccvecvieiiieieeieiieit ettt ae e snees — _(2 _—
ENd Of PEIIOQ ...ttt neas 311 226 173
Franchise operated:
Beginning Of Period ........ue i 515 429 346
Bakery-cafes Opened.........coouiiiiiiiiiiiieee e e 73 89 102
BaKery-cafes ClOSE ... ....eouiiiriiieeeee et (1) 4) 4
SOId t0 COMPANY(1) ..eiueiiietieiieiieieeee ettt ettt ettt e ste b e be e eee e e e aesee e e 21 @) (15)
Transfer from ComPANY(2) ......cccveeierieriieiieieeie e see et ete et eree e e sreebeessesssessaeseeas — _2 —
ENd Of PEIIOQ ..ttt ettt esb e enbeessenaaenees 566 515 429
System-wide:
Beginning Of PEriod .......ccveiviiierieii ettt eenas 741 602 478
Bakery-cafes OpPened.........cocviiiiiieriieiieiee e 139 143 131
Bakery-cafes CLOSEA ......ooviiiirieiieie et ra e s _3 _4 _(
ENd Of PEIIOQ ...ttt et 877 741 602

(1) In November 2005, we acquired 21 operating bakery-cafes and the area development rights from a franchisee in certain markets in
Indiana. In October 2004, we acquired one operating bakery-cafe in the Dallas, Texas market from a franchisee. During fiscal
2003, we acquired 15 operating bakery-cafes and the area development rights from franchisees in the Louisville/Lexington,
Kentucky; Dallas, Texas; Toledo, Ohio; and Ann Arbor, Michigan markets.

(2) In October 2004, we transferred two operating bakery-cafes to a new franchisee in connection with the acquisition of the
remaining minority membership interest. See Note 3 of our Consolidated Financial Statements for further information.

CONCEPT AND STRATEGY

Our restaurant concept focuses on the “Specialty Bread/Bakery-Cafe” category. Our artisan breads, which are breads made with all
natural ingredients and a craftsman’s attention to quality and detail, and overall award-winning bakery expertise are at the heart of our
menu. The concept is designed to deliver against consumer desire for a more responsive and more special dining experience than that
offered by traditional fast food. Our goal is to make Panera Bread a leading national brand. Our menu, prototype, operating systems,
design, and real estate strategy allow us to compete successfully in several segments of the restaurant business: breakfast, lunch, PM
“chill out,” lunch in the evening, and take home bread. In addition, we began our Via Panera® catering business in 2004.

The distinctive nature of our menu offerings (centered around the fresh artisan bread products), the quality of our bakery-cafe
operations, our signature cafe design, and the locations of our cafes are integral to our success. We believe our concept has significant
growth potential, which we hope to realize through a combination of Company and franchisee efforts. Franchising is a key component
of our success. Utilization of franchising has enabled us to grow more rapidly because of the added resources and capabilities
franchisees provide to implement the concepts and strategy developed by Panera. As of December 27, 2005, there were 566 franchised
bakery-cafes operating and signed commitments to open an additional 416 franchised bakery-cafes.

We believe that providing bakery-cafe operators the opportunity to participate in the success of the bakery-cafe enables us to
attract and retain experienced and highly motivated personnel, which results in a better customer experience. As a result, our
compensation, subject to annual minimums, provides general managers and multi-unit managers compensation based upon a
percentage of the cash flows of the units they operate and participation in a multi-year bonus structure also based on unit cash flow.
This compensation structure is referred to as the JV program.



MENU

The menu is designed to provide our target customers with products which build on the strength of our bakery expertise. The key
menu groups are fresh baked goods, made-to-order sandwiches and salads, soups, and cafe beverages. Included within these menu
groups are a variety of freshly baked bagels, breads, muffins, scones, rolls, and sweet goods; made-to-order sandwiches; hearty,
unique soups; custom roasted coffees and cafe beverages such as hot or cold espresso and cappuccino drinks. Our concept emphasizes
the sophisticated specialty and artisan breads that support a take-home bread business.

We regularly review and revise our menu offerings to satisfy changing customer preferences. Product development is focused on
providing food that customers crave and trust. New menu items are developed in test kitchens and then introduced in a limited number
of the bakery-cafes to determine customer response and verify that preparation and operating procedures maintain product consistency
and high quality standards. If successful, they are then rolled out system-wide. New product rollouts are integrated into periodic or
seasonal menu rotations which we refer to as “Celebrations.” Examples of products introduced in 2005 include soufflés and artisan
sweet goods at breakfast and numerous sandwiches and salads utilizing antibiotic free chicken.

MARKETING

We believe we compete on the basis of providing an entire experience rather than by price only. Pricing is structured so customers
perceive good value with high quality food at reasonable prices to encourage frequent visits. We perform extensive market research,
including utilizing focus groups, to determine customer food and drink preferences and price points. We attempt to increase our per
location sales through menu development, product merchandising, and promotions at every day prices and by sponsorship of local
community charitable events.

Franchise-operated bakery-cafes contribute to us 0.4% of their sales to a national advertising fund and 0.4% of their sales as a
marketing administration fee and are required to spend 2.0% of their sales in their local markets on advertising. We contribute similar
amounts from Company-owned bakery-cafes towards the national advertising fund and marketing administration. National advertising
fund contributions can be increased from current levels up to a total of 2.6% of sales by us. Beginning in fiscal 2006, national
advertising fund contributions were raised to 0.7% of sales. The national advertising fund and marketing administration contributions
received from franchise-operated bakery-cafes are consolidated with our amounts in the our financial statements. Liabilities for
unexpended funds are included in accrued expenses in the consolidated balance sheets. Our contributions to the national advertising
fund and marketing administration, as well as our own media costs are recorded as part of other operating expenses in the consolidated
statements of operations. We may utilize external media when deemed appropriate and cost effective in specific markets.

We have established and may continue to establish local and/or regional advertising associations covering specific geographic
regions for the purpose of promoting and advertising the bakery-cafes located in that geographic market. If we establish an advertising
association in a specific market, the franchise group in that market must participate in the association including making contributions
in accordance with the advertising association bylaws. Contributions to the advertising association are credited towards required local
advertising spending.

SITE SELECTION AND BAKERY-CAFE ENVIRONMENT

The bakery-cafe concept relies on a substantial volume of repeat business. In evaluating a potential location, we study the
surrounding trade area, demographic information within that area and information on competitors. Based on analysis of this
information including utilization of predictive modeling using proprietary software, we determine projected sales and return on
investment. The Panera concept has proven successful in a number of different types of locations (i.e., in-line or end-cap locations in
strip or power centers, regional malls, and free-standing).

We design each bakery-cafe to provide a distinctive environment, in many cases using fixtures and materials complementary to the
neighborhood location of the bakery-cafe to engage customers. Many locations incorporate the warmth of a fireplace and cozy seating
areas and groupings which facilitate utilization as a gathering spot. The design visually reinforces the distinctive difference between
our bakery-cafes and other bakery-cafes. Many of our cafes also feature outdoor cafe seating and free wireless high speed, or Wi-Fi,
Internet access. The average construction, equipment, furniture and fixture, and signage cost for the 66 Company-owned bakery-cafes
opened in 2005 was $.92 million per bakery-cafe after landlord allowances.

The average Company-owned bakery-cafe size is approximately 4,600 square feet. We lease substantially all of our bakery-cafe
locations and all of our fresh dough facilities. Lease terms are typically for ten years with one, two, or three five-year renewal option
periods thereafter. Leases typically have charges for minimum base occupancy, a proportionate share of building and common area
operating expenses and real estate taxes, and a contingent percentage rent based on sales above a stipulated sales level. Certain of our
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. See Note 2 to the Consolidated Financial Statements for further information on our accounting for leases.



FRANCHISE OPERATIONS

We began a broad-based franchising program in 1996. We are continuing to extend our franchise relationships beyond our current
franchisees and annually file a Uniform Franchise Offering Circular to facilitate sale of additional franchise area development
agreements (ADAs). The franchise agreement typically requires the payment of a franchise fee of $35,000 per bakery-cafe (broken
down into $5,000 at the signing of the area development agreement and $30,000 at or before the bakery-cafe opens) and continuing
royalties of 4-5% on sales from each bakery-cafe. Franchise-operated bakery-cafes follow the same standards for in store operating
standards, product quality, menu, site selection, and bakery-cafe construction as do Company-owned bakery-cafes. The franchisees are
required to purchase all of their dough products from sources approved by us. Our fresh dough facility system supplies fresh dough
products to substantially all franchise-operated bakery-cafes. We do not finance franchisee construction or ADA payments. In
addition, we do not hold an equity interest in any of the franchise-operated bakery-cafes.

We have entered into franchise ADAs with 41 franchisee groups (area developers) as of December 27, 2005. Also, as of December
27, 2005, there were 566 franchise-operated bakery-cafes open and commitments to open 416 additional franchise-operated bakery-
cafes. We expect these bakery-cafes to open according to the timetables established in the various ADAs with franchisee groups, with
the majority opening in the next four to five years. We expect our area developers to open 80 to 85 new franchise-operated bakery-
cafes in 2006. The ADAs require an area developer to develop a specified number of bakery-cafes on or before specific dates. If a
franchisee fails to develop bakery-cafes on schedule, we have the right to terminate the ADA and develop Company-owned locations
or develop locations through new area developers in that market. We may exercise one or more alternative remedies to address
defaults by area developers, including not only development defaults, but also defaults in complying with our operating and brand
standards and other covenants under the ADAs and franchise agreements. At the present time, we do not have any international
franchise development agreements.

BAKERY-CAFE SUPPLY CHAIN

Bakery-cafes use fresh dough for their artisan and sourdough breads and bagels. Fresh dough is supplied daily by the fresh dough
facilities to both Company-owned and franchise-operated bakery-cafes. There were 17 regional fresh dough facilities, of which 16
were Company-owned and one was franchise-operated, as of December 27, 2005, December 25, 2004 and December 27, 2003.

We believe our fresh dough facility system provides a competitive advantage. The fresh dough facilities ensure consistent quality
and supply of fresh dough products to both Company-owned and franchise-operated bakery-cafes. We focus our growth in areas that
allow us to continue to gain efficiencies through leveraging the fixed cost of the fresh dough facility structure and to selectively enter
new markets which require the construction of additional facilities when sufficient numbers of bakery-cafes may be opened that
permit efficient distribution of the fresh dough. The fresh dough distribution system delivers product daily to the bakery-cafes.
Distribution is accomplished through a leased fleet of temperature controlled trucks operated by our personnel. At December 27, 2005,
we leased 138 trucks. The optimal distribution is approximately 300 miles, however, when necessary, distribution range may be 500
miles. An average distribution route delivers dough to 6 bakery-cafes. Although we may contract for the supply of ingredients with
only one supplier, we believe there are numerous suppliers of needed product ingredients and we could obtain ingredients from
another supplier should we need to.

We have contracted externally for the supply of the remaining baked goods in the bakery-cafes, referred to as sweet goods. In
November 2002, we entered into an agreement with Dawn Food Products, Inc. to provide sweet goods for the period 2003-2007. The
agreement with Dawn is structured as a cost plus agreement. Sweet good products are completed at each bakery-cafe by professionally
trained bakers. Completion includes finishing with fresh toppings and other ingredients and baking to established artisan standards.

We use independent distributors to distribute sweet goods products and other materials to bakery-cafes. With the exception of
fresh dough products supplied by the fresh dough facilities, virtually all other food products and supplies for retail operations,
including paper goods, coffee, and smallwares, are contracted for by us and delivered by the vendors to the distributor for delivery to
the bakery-cafes. The individual bakery-cafes order directly from a distributor two to three times per week.

Franchise-operated bakery-cafes operate under individual contracts with one of our distributors or other regional distributors. As of
December 27, 2005, there were three primary distributors serving the Panera Bread system.

COMPETITION

We experience competition from numerous sources in our trade areas. We compete with specialty food, casual dining and quick
service restaurant retailers including national, regional and locally owned restaurants. Our bakery-cafes compete based on customers’
needs for breakfast, lunch, PM “chill-out,” lunch in the evening, and take home bread sales. The competitive factors include location,
environment, customer service, price, and quality of products. We compete for leased space in desirable locations. Certain of our
competitors may have capital resources exceeding those available to us. For further information on competition, see “Item 1A. Risk
Factors” in this Form 10-K.



MANAGEMENT INFORMATION SYSTEMS

Each Company-owned bakery-cafe has computerized point-of-sale registers which collect transaction data used to generate
pertinent information, including, among other things, product mix and average check. All product prices are programmed into the
point-of-sale register from our corporate office. We allow franchisees, that elect to do so, access to certain of our proprietary bakery-
cafe systems and systems support. Franchisees set their own menu prices.

Our in-store information system is designed to assist in labor scheduling and food cost management, to provide corporate and retail
operations management quick access to retail data, to allow for on-line ordering with distributors, and to reduce managers’
administrative time. The system supplies sales, bank deposit, and variance data to our accounting department on a daily basis. We use
this retail data to generate daily and weekly consolidated reports regarding sales and other key elements, as well as detailed profit and
loss statements for each Company-owned bakery-cafe. Additionally, we monitor the average check, customer count, product mix, and
other sales trends. We also use this retail data in our “exception-based reporting” tools to safeguard our cash, protects our assets, and
train our employees. The fresh dough facilities have computerized systems which allow the fresh dough facilities to accept electronic
orders from the bakery-cafes and deliver the ordered product back to the bakery-cafes.

We have network/integration systems which are corporate office electronic systems and tools which link various information
subsystems and databases, encompassing e-mail and all major financial systems, such as general ledger database systems, and all
major operational systems, such as store operating performance database systems. Most bakery-cafes also provide customers free Wi-
Fi Internet access. As a result, we host one of the largest free public Wi-Fi networks in the country.

EMPLOYEES

As of December 27, 2005, we had approximately 5,100 full-time associates (defined as associates who average 25 hours or more
per week), of whom approximately 300 were employed in general or administrative functions principally at or from our support
centers or executive offices, approximately 800 were employed in our fresh dough facility operations, and approximately 4,000 were
employed in our bakery-cafe operations as bakers, managers, and associates. We also had approximately 8,800 part-time hourly
associates at the bakery-cafes at December 27, 2005. We do not have any collective bargaining agreements with our employees and
consider our employee relations to be good. We place a priority on staffing our bakery-cafes, fresh dough facilities, and support center
operations with skilled associates and invest in training programs to ensure the quality of our operations.

PROPRIETARY RIGHTS

Our brand, intellectual property and our confidential and proprietary information are very important to our business and
competitive position. We protect these assets through a combination of trademark, copyright, trade secret and unfair competition and
contract law.

The Panera®, Panera Bread®, Saint Louis Bread Co.®, Via Panera®, and Mother Bread design trademarks are of material
importance to us and are registered with the United States Patent and Trademark Office. In addition, other marks of lesser importance
have been filed with the United States Patent and Trademark Office.

CORPORATE HISTORY AND ADDITIONAL INFORMATION

We are a Delaware corporation. Our principal executive offices are located at 6710 Clayton Road, Richmond Heights, Missouri
63117 and our telephone number is (314) 633-7100.

We were originally organized in March 1981 as a Massachusetts corporation under the name Au Bon Pain Co., Inc. and
reincorporated in Delaware in June 1988. In December 1993, we purchased Saint Louis Bread Company. In August 1998, we sold our
Au Bon Pain Division and changed our name to Panera Bread Company.

We are subject to the informational requirements of the Exchange Act, and, accordingly, file reports, proxy statements and other
information with the Securities and Exchange Commission. Such reports, proxy statements and other information can be read and
copied at the public reference facilities maintained by the Securities and Exchange Commission at the Public Reference Room, 100 F
Street, NE, Room 1580, Washington, D.C. 20549. Information regarding the operation of the Public Reference Room may be obtained
by calling the Securities and Exchange Commission at 1-800-SEC-0330. The Securities and Exchange Commission maintains a web
site (http://www.sec.gov) that contains reports, proxy and information statements and other information regarding issuers that file
electronically with the Securities and Exchange Commission.



Our Internet address is www.panerabread.com. We make available at this address, free of charge, nutritional information, press
releases, annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act as soon as reasonably practicable after
electronically filing such material with, or furnishing it to, the Securities and Exchange Commission. In addition, we provide periodic
investor relations updates at our Internet address.

GOVERNMENT REGULATION

Each fresh dough facility and Company-owned and franchise-operated bakery-cafe is subject to regulation and licensing by federal
agencies as well as to licensing and regulation by state and local health, sanitation, safety, fire, and other departments. Difficulties or
failures in obtaining and retaining the required licensing or approval could result in delays or cancellations in the opening of fresh
dough facilities and bakery-cafes as well as fines and possible closure relating to existing fresh dough facilities and bakery-cafes. In
addition, we are subject to the Fair Labor Standards Act and various state laws governing such matters as minimum wages, overtime,
and other working conditions.

We are also subject to federal and state laws regulating the offer and sale of franchises. Such laws impose registration and
disclosure requirements on franchisors in the offer and sale of the franchises and may also apply substantive standards to the
relationship between franchisor and franchisee.

We are subject to various federal, state, and local environmental regulations. Compliance with applicable environmental
regulations is not believed to have a material effect on capital expenditures, financial condition, results of operations, or our
competitive position.

The Americans with Disabilities Act prohibits discrimination in employment and public accommodations on the basis of disability.
Under the Americans with Disabilities Act, we could be required to expend funds to modify our Company-owned bakery-cafes to
provide service to, or make reasonable accommodations for the employment of, disabled persons. Compliance with the requirements
of the Americans with Disabilities Act is not believed to have a material effect on our financial condition or results of operations.

ITEM 1A. RISK FACTORS

The following important factors, among others, could cause our actual operating results to differ materially from those indicated or
suggested by forward-looking statements made in this Form 10-K or presented elsewhere by management from time to time.

Our growth strategy, our business and our ability to increase our revenue and operating profits could be adversely affected if
we are unable to execute our growth strategy.

Our growth strategy consists of new market development and further penetration of existing markets, both by us and our
franchisees. The success of our growth strategy depends on numerous factors that are not completely controlled by us or involve risks
that may impact the development, or timing of development, of our bakery-cafes. Our ability to grow successfully will depend on a
number of factors, including:

* identification and availability of suitable locations for new bakery-cafes on acceptable terms including obtaining waivers of
exclusive use restrictions from landlords and tenants, as needed, and within appropriate delivery distances from our fresh
dough facilities;

* competition for restaurant sites;

* variations in the number and timing of bakery-cafe openings as compared to our construction schedule;

* management of the costs of construction of bakery-cafes, particularly factors outside our control, such as the timing of delivery
of a leased location by the landlord,

* securing required governmental approvals and permits and complying with applicable zoning, land use and environmental
regulations; and

» general economic conditions.



Although we have been able to successfully manage and plan our growth to date, we may experience difficulties doing so in the
future.

Our growth strategy includes opening bakery-cafes in new markets where we may have little or no operating experience.
Accordingly, there can be no assurance that a bakery-cafe opened in a new market will have similar operating results, including
average store sales, as our existing bakery-cafes. Bakery-cafes opened in new markets may not perform as expected or may take
longer to reach planned operating levels, if at all. Operating results or overall bakery-cafe performance could vary as a result of higher
construction, occupancy or general operating costs, a lack of familiarity with our brand which may require us to build brand
awareness, differing demographics, consumer tastes and spending patterns, and variable competitive environments. Additional
expenses attributable to costs of delivery from our fresh dough facilities may exceed our expectations in areas not currently served by
those facilities.

Our growth strategy also includes opening bakery-cafes in existing markets to increase the penetration rate of our bakery-cafes in
those markets. However, this strategy could result in a sales decline in some of our existing bakery-cafes if customers choose to
patronize a new location over an existing location. There can be no assurance that we will be successful in operating bakery-cafes
profitably in new markets or further penetrating existing markets.

Our growth strategy depends on continued development by our franchisees. If our franchisees do not continue to successfully
open new bakery-cafes, our business could be adversely affected.

Our growth strategy also includes continued development of bakery-cafes through franchising. At December 27, 2005,
approximately 65% of our bakery-cafes were operated by franchisees (566 franchise-operated units out of a total of 877 units system
wide). The opening and success of bakery-cafes by franchisees depends on a number of factors, including those identified above as
well as the availability of suitable franchise candidates and the financial and other resources of our franchisees.

Additionally, our results of operations include revenues derived from royalties on sales from, and revenues from sales by our fresh
dough facilities to, each franchise-operated bakery-cafe. As a result, our growth expectations and revenue could be negatively
impacted by a material downturn in sales at and to franchise-operated bakery-cafes or if one or more key franchisees became insolvent
or otherwise refused to pay us our royalties.

If we fail to comply with governmental regulations or if these regulations change, our business could suffer.

We must comply with extensive federal, state and local laws in connection with the operation of our business, including those
related to:

» franchise relationships;

* building construction and zoning requirements;
« environmental matters;

+ the preparation and sale of food; and

* employment.

Our bakery-cafes and fresh dough facilities are licensed and subject to regulation under state and local laws, including business,
health, fire and safety codes.

Various federal and state labor laws govern our operations and our relationship with our employees, including minimum wage,
overtime, accommodation and working conditions, benefits, citizenship requirements, insurance matters, workers’ compensation,
disability laws such as the federal Americans with Disabilities Act, child labor laws and anti-discrimination laws.

While we believe we operate in substantial compliance with these laws, they are complex and vary from location to location,
which complicates monitoring and compliance. As a result, regulatory risks are inherent in our operation. Although we believe that
compliance with these laws has not had a material effect on our operations to date, there can be no assurance that we will not
experience material difficulties or failures with respect to compliance in the future. Our failure to comply with these laws could result
in required renovations to our facilities, litigation, fines, penalties, judgments or other sanctions including the temporary suspension of
bakery-cafe or fresh dough facility operations or a delay in construction or opening of a bakery-cafe, any of which could adversely
affect our business, operations and our reputation.



We depend on senior management and on the retention and recruiting of other personnel for our future success.

Our success depends on the services of our senior management and other personnel, all of whom are “at will” employees. The loss
of a member of senior management could have an adverse impact on our business or the financial market’s perception of our ability to
continue our growth.

Our success also depends on our continuing ability to hire, train, motivate and retain qualified personnel in our bakery-cafes, fresh
dough facilities and support centers. Our failure to do so could result in higher employee turnover and increased labor costs, and could
compromise the quality of our service, all of which could adversely affect our business.

Our failure or inability to protect our brand, trademarks or other proprietary rights could adversely affect our business and
competitive position.

We believe that our brand, intellectual property and our confidential and proprietary information is very important to our business
and our competitive position. Our primary trademarks, Panera®, Panera Bread®, Saint Louis Bread Co.®, Via Panera®, and Mother
Bread design, along with other trademarks, copyrights, service marks, trade secrets, confidential and proprietary information and other
intellectual property rights are key components of our operating and marketing strategies. Although we have taken steps to protect our
brand, intellectual property and confidential and proprietary information, the steps that we have taken may not be adequate.
Unauthorized usage or imitation by others could harm our image, brand or competitive position and, if we commence litigation to
enforce our rights, cause us to incur significant legal fees.

We are not aware of any assertions that our trademarks or menu offerings infringe upon the proprietary rights of third parties, but
we cannot assure you that third parties will not claim infringement by us in the future. Any such claim, whether or not it has merit,
could be time-consuming, result in costly litigation, cause delays in introducing new menu items in the future or require us to enter
into royalty or licensing agreements. As a result, any such claim could have a material adverse effect on our business, results of
operations and financial condition.

We try to ensure that our franchisees maintain and protect our brand and our confidential and proprietary information. However,
since our franchisees are independent third parties that we do not control, if they do not operate their bakery-cafes in a manner
consistent with their agreements with us, the Panera Bread brand and reputation or the value of our confidential and proprietary
information could be harmed. If this occurs, our business and operating results could be adversely affected.

Competition may adversely affect our operations and results of operation.

The restaurant industry is highly competitive with respect to location, environment, customer service, price, quality of products
and overall customer experience. We compete with specialty food, casual dining and quick service restaurant retailers including
national, regional and locally owned restaurants. Many of our competitors or potential competitors have substantially greater financial
and other resources than we do, which may allow them to react to changes in pricing, marketing and the casual dining restaurant
industry better than we can. Additionally, other companies may develop restaurants that operate with concepts similar to ours. We also
compete with other restaurant chains and other retail businesses for quality site locations and hourly employees. If we are unable to
successfully compete in our markets, we may be unable to sustain or increase our revenues and profitability.

Additionally, competition could cause us to modify or evolve our products, designs or strategies. If we do so, we cannot assure you
that we will be successful in implementing the changes or that our profitability will not be negatively impacted by them.

Rising insurance costs could negatively impact our profitability.

We self-insure a significant portion of our expected losses under our workers’ compensation, and health, general, auto and
property liability programs. The liabilities associated with the risks that are retained by us are estimated, in part, by considering our
historical claims experience and data from industry and other actuarial sources. The estimated accruals for these liabilities could be
affected if claims differ from these assumptions and historical trends. Unanticipated changes in the actuarial assumptions and
management estimates underlying our reserves of these losses could result in materially different amounts of expense under these
programs, which could have a material adverse effect on our financial condition and results of operation.



Additionally, the costs of insurance and medical care have risen significantly over the past few years and are expected to continue
to increase in 2006. These increases, as well as existing or potential legislation changes, such as proposals to require employers to
provide health insurance to employees, could negatively impact our operating results.

Disruptions in our supply chain or increases in ingredient, product and other supply costs could adversely affect our
profitability and operating results.

Our Company-owned and franchise-operated bakery-cafes are dependent on frequent deliveries of ingredients and other products.
Three companies deliver the majority of our ingredients and other products to the Panera Bread bakery-cafes on a regular basis (two or
three times weekly). Our agreements with these distributors are up for renewal in February 2007. In addition, we and our franchisees
rely on a network of local and national suppliers for the delivery of fresh produce (three to six times per week) which is particularly
susceptible to supply volatility as a result of weather conditions. Our dependence on frequent deliveries to our bakery-cafes could
cause shortages or supply interruptions that could adversely impact our operations.

Although many of our ingredients and products are prepared to our specifications, we believe that a majority of the ingredients are
based on generally available products that could be obtained from alternative sources if needed. In addition, we frequently enter into
annual and multi-year contracts for ingredients in order to decrease the risks associated with supply and cost. The antibiotic free
chicken, which is sold in Company-owned and franchise-operated bakery-cafes, is currently supplied by three different companies.
However, there are few producers of antibiotic free chicken, which may make it difficult, or more costly, for us to find alternative
suppliers if necessary.

Generally, we believe that we have adequate sources of supply for our ingredients and products to support our bakery operations
or, if necessary, we could make menu adjustments to address material supply issues. However, there are many factors which could
cause shortages or interruptions in the supply of our ingredients and products — including produce, antibiotic free chicken, sweet
goods and soup — including weather, unanticipated demand, labor, production or distribution problems, quality issues and cost, some
of which are beyond our control, and which could have an adverse affect on our business and results of operations.

In the past, we have been able to adjust menu prices to partially or fully offset ingredient and other supply cost increases.
However, a delay in menu price increases or competitive pressures may limit our ability to recover ingredient cost increases in the
future.

Disruptions or supply issues in our fresh dough facilities, could adversely affect our business and results of operations.

We operate 16 fresh dough facilities which service all of our Company-owned and approximately 96% of our franchise-operated
bakery-cafes. The fresh dough distribution system delivers fresh dough products daily to the bakery-cafes through a leased fleet of
temperature controlled vehicles. The optimal distribution range is approximately 300 miles. However, when necessary, the distribution
range may reach up to 500 miles. As a result, any prolonged disruption in the operations of or distribution from any of the fresh dough
facilities, whether due to weather conditions, technical or labor difficulties, destruction or damage to the vehicle fleet or facility or
other reasons, could cause a shortage of fresh dough products at the bakery-cafes. Such a shortage of fresh dough products could,
depending on the extent and duration, have a material adverse affect on our business and results of operations.

Additionally, increased costs and distribution issues related to fuel and utilities could also materially impact our business and
results of operations, including with respect to our efficiencies in distribution from our fresh dough facilities to the bakery-cafes.

Our Franklin, Massachusetts’ fresh dough facility manufactures and supplies through our distributors all of the cream cheese and
tuna used in the Company-owned bakery-cafes and approximately 82% of the cream cheese and tuna used in the bakery-cafes
operated by our franchisees. Although we believe we have adopted adequate quality assurance and other procedures to ensure the
production and distribution of quality products and ingredients, the possibility exists that we will be subject to allegations regarding
quality, health or other similar concerns that could have a negative impact on our operations whether or not the allegations are valid or
we are liable. Additionally, defending against such claims or litigation can be very costly and the results uncertain.
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Customer preferences and traffic could be negatively impacted by health concerns about the consumption of certain products.

Customer preferences and traffic could be impacted by health concerns about the consumption of particular food products and
could cause a decline in our sales. Negative publicity about ingredients, poor food quality, food-borne illness, injury, health concerns
or nutritional content could cause customers to shift their preferences. For example, since 2004, Asian and European countries have
experienced outbreaks of avian flu. Negative publicity concerning avian flu may adversely affect demand for our products because
chicken and turkey are key ingredients in many of our menu items and could cause an increase in our food costs and a decrease in
customer traffic to our bakery-cafes.

We are subject to complaints and litigation that could have a material adverse affect on our business.

In the ordinary course of our business we may become subject to complaints and litigation alleging that we are responsible for a
customer illness or injury suffered at or after a visit to one of our bakery-cafes including claims alleging poor food quality, food-borne
illness, adverse health effects, nutritional content, personal injury or other concerns. In addition, we are subject to litigation by
employees, franchisees and others through private actions, class actions or other forums. The outcome of litigation is difficult to assess
and quantify and the defense against such claims or actions can be costly. In addition to decreasing sales and profitability and
diverting financial and management resources, we may suffer from adverse publicity that could harm our brand, regardless of whether
the allegations are valid or whether we are liable. In fact, we are subject to the same risks of adverse publicity resulting from
allegations even if the claim involves one of our franchisees. A judgment significantly in excess of our insurance coverage for any
claims could materially and adversely affect our financial condition or results of operations. Additionally, publicity about these claims
may harm our reputation or prospects and adversely affect our results.

We periodically acquire existing bakery-cafes from our franchisees, which could adversely affect our results of operation.

We have historically acquired existing bakery-cafes and development rights from our franchisees either by negotiated agreement
or exercise of our rights of first refusal under the franchise and area development agreements. For example, in fiscal year 2005, we
acquired 23 bakery-cafes from a franchisee (including 2 under construction). Any bakery-cafe acquisition that we undertake involves

risk, including:

* our ability to successfully complete the acquisition, achieve anticipated synergies, accurately assess contingent and other
liabilities as well as potential profitability;

* un-anticipated changes in business and economic conditions;

» limited or no operational experience in the acquired bakery-cafe market;

+ future impairment charges related to good will and other acquired intangible assets; and

» risks of dispute and litigation with the seller franchisee, the seller’s landlords and vendors and other parties.

Any of these factors could strain our financial and management resources as well as negatively impact our results of operation.

Our operating results fluctuate due to a number of factors, some of which may be beyond our control, and any of which may
adversely affect our financial condition.

Our quarterly operating results may fluctuate significantly because of a number of factors, including the following, some of which
are not within our control:

» changes in our operating costs;
* labor availability and wages of management and associates;

» increases and decreases in average weekly sales and comparable bakery-cafe sales, including as a result of the introduction of
new menu items;

» profitability of new bakery-cafes, especially in new markets;
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» changes in demographics, consumer preferences and discretionary spending;

» changes in business strategy including concept evolution and new designs;

» fluctuations in supply costs, shortages or interruptions;

* negative publicity about the ingredients we use or the occurrence of food-borne illnesses or other problems at our bakery-cafes;

¢ natural disasters and other calamities; and

» general economic conditions, both nationally and locally.

Additionally, our sales have fluctuated by season due to the number and timing of bakery-cafe openings and related expense,
consumer spending patterns and weather. Historically, sales have been higher during the winter holiday season as a result of increased
traffic, higher baked goods sales and family and community gatherings. In fiscal year 2005, Company-owned bakery-cafes had an
aggregate of approximately $109 million in sales in the second quarter which was our recorded lowest relative quarterly sales in that
year and included 13 Company-owned bakery-cafe openings. Comparatively, in our fourth quarter we had an aggregate of
approximately $137 million in sales with 26 Company-owned bakery-cafe openings in that quarter recording the highest relative
quarterly sales for fiscal year 2005.

Accordingly, results for any one quarter are not necessarily indicative of results to be expected for any other quarter.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The average Company-owned bakery-cafe size is approximately 4,600 square feet. We lease substantially all of our bakery-cafe
locations and all of our fresh dough facilities. Lease terms are typically for ten years with one, two, or three five-year renewal option
periods thereafter. Leases typically have charges for minimum base occupancy, a proportionate share of building and common area
operating expenses and real estate taxes, and a contingent percentage rent based on sales above a stipulated sales level. Certain of our

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. See Note 2 to the Consolidated Financial Statements for further information on our accounting for leases.
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Information with respect to the number of bakery-cafes operated by state at December 27, 2005 is set forth below:

Panera Bread/St. Louis Bread Co. Bakery-Cafes

Company- Franchise-
Owned Operated Total
State Bakery-Cafes  Bakery-Cafes  Bakery-Cafes
FN F21 o o - PR 10 — 10
J AN § < 11T OO URRRRRTRR — 3 3
(@81 1T o) v s V- RSP 7 19 26
(@70 [} 7 Te Lo TP — 17 17
(010174 1STo15 1o 3 | RPN 4 7 11
DIELAWATE ....ooiiiiieeeiieeee et e e e e et e e e e e e et e e e eeesesaaabeeeeeese e araeeeeeeaeans — 2 2
(o) e TR 15 55 70
(T <t SR 11 11 22
) 167 RPN — 15 15
TIIITIOES .ttt et e et e e e e et e e e aae e e e saaa e e e saateeeeanaaeeeenaaeeeenaeeeennaeeeeanaas 45 38 83
) e T s F: RPN 27 — 27
KAMISAS ..ottt e e e e et e e e e ee i ——aeeeeseenaraateeeeeanaaaes — 16 16
K OIEUCKY ...ttt b e et e e b e ssae e st e sseesseesbaessenssesssessaesseenseessennns 7 2 9
Y BT 16] 418 =2 £~ 2 28 30
1LY 274 s U« BTSSP — 30 30
A Vo LR — 3 3
IMHICRIZAN ...ttt ettt ettt s e e s e esaeesseeasesse et e enseessenssessaenseenseensennsennns 36 11 47
IMIIINIIESOTA .ottt e e e e e et e eeeeeseana et e e eesesesnaateeeeeesessasaeeeeessesnnnsseeseeesennen — 24 24
Y Y010 PO 41 17 58
INOTEH CATOIING ...ttt ettt e e e s e ettt e e e e e s e s saaaaeeeessessnaaaeeeeeas 7 24 31
DAL @1 < SRR — 9 9
DAz e ISR — 4 4
NEW HaMPSRITE ..ottt ettt et enaee e ens — 8 8
INEW JETSEY ..t euvreerieeieeeieeeteeeteesteeeteessteeenseesnseeasseessseeasseessseeasseessseensseessseensseenssesnssesnsseennses — 39 39
INEW YOTK .ttt ettt e et e e e ettt eeesaa e e s saaeeeeenteeesennaeessnsaeeesanteeesannes 18 12 30
(0] 116 YT 8 67 75
(0] F:1 101 - H SRR — 16 16
PONNSYIVANIA .....uiiiiiiiiieciieieee ettt sttt et e ste et e e st e esbeessessaessaenseensessnenens 15 36 51
a1 e [ ] ' T« R — 4 4
SOUL CATOIINA ... et e e e e e e e eeare e e eeneeeeeneeeeeerneeeenns 8 2 10
T OIMESSEEC.....cce ittt ettt ettt e e e et e e e e e e ettt e e e e e e eeeetaaaeaeeeeeeetaraeeeaeeeeearrraaaaeeeeaans 7 9 16
XA vttt ee ettt ee et e e e e ettt e e e e e e et —— e e e e e e eee——taaaeeeeea——aataeeeeeaattraaaaaeeaans 9 12 21
A2 o OSSPSR 32 4 36
WASHINGEON ...ttt ettt ettt e e ettt et eeseeeneesbeesneeeeeneeeae 2 — 2
AR YA 1= U1 - H PSSR — 3 3
WVISCOMISIIL .ottt et e et e et e e et et e e eta e e e e eaaeeesentaeeeenaesesnaeeesentaeesennaeeesannneas — 19 19
OISt et et ettt ettt ettt e st naees 311 566 877
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Information with respect to Company-owned leased fresh dough facilities as of December 27, 2005 is set forth below:

Facility Square Footage
FLANKIN, IMA (L) 1 etiitieitiecieeie ettt ettt ettt et e e beesbe e et e e teeeteesseesseeaseesseessasssesbeesseesseesseesseesseassessesseenseesseenbeensennnas 40,300
(] 11Tt A U OO PRURRO 30,900
St LOUIS, MO .ottt et ettt e e te e e te e ebe e ebeeeabeeebeeebeeeabeeeabeeatteeatreeeaaeeabeeatbeeebeeereeebeeereeereeereeans 30,000
23V 512 (o A TR 20,200
D 1S 5 (o 119N AY, § TR 19,600
ATLANTA, GA ...ttt e ettt e ettt e st e e e tee e e tae e taeestbe e aae e tbeeatbe e tbeaeaaeeatbeetbe e tbeetbeetbeentbeeatbeeeabeeaabeeanbeesbeannreeans 18,000
L2 (Y U (S, 1 B RS 17,900
KANSAS CitY, KS ... oottt ettt e st et e et e e e e e st esse et e esseesseesse s aeseenseenseanseenseeneeese e seenseenseenseenseennennnas 17,200
(@31 Te3 14V o T3 T © ) = TR UR 16,800
(03P Te (o TR0 i TP RPRURRRRRRO 16,500
WAALTEI, OH ..ot e ettt e e e e e ettt et e e e e e e eeetaaaeeeeeeeeesaaaaaaaeeeeeetssssaaeaeeeaatassaaseeeseeaasstaseeeeeeeaannres 16,300
(0)317:3 5 (o T 7 RN PRPPRURRRRRON 13,900
MINNEAPOLIS, IMIN ...ttt h bttt et s et e s b e st e et e ea et eaeeeh e e eb e em bt em bt emb e et e embeeaeeeaeeeheeebee bt enbeenteenbeeneeeneas 10,300
DIENVET, CO ..ttt e ettt e e e e e e et e e e e s eeeeaaaaeeeeesesaastaaeeeeeeessasaaaeeeeeeseanaataeeeeeseeanntaneeeeeeeannres 10,000
(€1 11 o163 (o T\ [ RO 9,600
| D E1 1 T TR 15 RO 7,800

(1) Total square footage includes approximately 20,000 square feet utilized in tuna and cream cheese production.
ITEM 3. LEGAL PROCEEDINGS

We are not subject to any material litigation, but are subject to legal proceedings, claims and litigation in the ordinary course of our
business. We believe all such claims and proceedings currently pending against us will not have a material adverse effect on our
financial position, results of operations, or cash flows.

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

No matter was submitted to a vote of security holders during the fourth quarter of the fiscal year ended December 27, 2005.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our Class A Common Stock is quoted on The Nasdaq National Market under the symbol “PNRA.” There is no established public
trading market for our Class B Common Stock. The following table sets forth the high and low sale prices for our Class A Common
Stock as reported by Nasdaq for the fiscal periods indicated.

2005 High Low

FIESE QUATTET .....veceeeeeeeeee ettt ettt ettt ettt et et et e s e eaeeseeteeteeneene e s e s eeseeseeseeseensensensenseeseeseeseessensensenseseeseareereas $ 5898 §$ 39.16
SECONA QUATTET .......veeveeeeeeeteeieeeet et ettt et et et et et ese et et ene et e et eseese et enseseesenseseesenseseesenseseesensese s enseseesensesesensesesenseresens $ 66.26 $ 50.02
TRIEA QUATTET «.....veeveeeeeeeeeeeee ettt ettt ettt et et et e et et et e et et et e esese et e et et ese et esseseesesseseesessese s eseeseseseeseseseeteeseneerenna $ 6226 $ 49.21
FOUth QUATTET ........ovevieeeeete ettt ettt ettt ettt et e et e e ete et e et et e et essese et eseese et esseseesessese et eseeseseseetesereeteeseneereana $ 7236 $ 52.90
2004 High Low

FAESE QUATTET ...ttt ettt ettt ettt e e et e eteeete et e e e e eaeeete et e enseemseeaeeeaeesasenssensseaeeeseeseenseenseenseetseeseenseenteeneas $ 44.05 $ 3493
SECONA QUATTET .....cvvevviveeeeeeeeee ettt et et ettt et et et e eseeae et e esteseensens e seesseseeseessensensensesssaseeseesseseensensensensensensensesaeanes $ 4283 § 33.18
TRIEA QUATTET ... .veeveeeieeeeeeeeeeee ettt ettt et ettt et et e s e et e et e et e eteeneenseseeseeseeseessensensensensensesseeseeseeseensensensensensennesreas $ 3990 $ 32.95
FOUITR QUATTET ......veviieeeeieeeete ettt ettt et ettt e et et e et e et e eneeseesaeeae et e et e eseeseensenseneensesseeseaseeseensensensensensearesaeas $ 4062 $ 3493

On March 1, 2006, the last sale price for the Class A Common Stock, as reported on the Nasdaq National Market, was $71.26. As
of March 1, 2006, we had approximately 2,448 holders of record of our Class A Common Stock and approximately 41 holders of
record of our Class B Common Stock.

Dividend Policy

We have never paid cash dividends on our capital stock and do not intend to pay cash dividends in 2006 as we intend to re-invest
earnings in continued growth of our operations.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected financial data has been derived from our consolidated financial statements. The data set forth below should
be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our
Consolidated Financial Statements and Notes thereto.

For The Fiscal Years Ended

(as restated) (2)

December 27, December 25, December 27, December 28, December 29,
2005(1) 2004 2003 2002 2001
(in thousands, except per share data)
Revenues:
Bakery-cafe Sales........coooveiiviieiiicieieieieeeeeeien $ 499,422 $ 362,121 $ 265,933 $ 212,645 $ 157,684
Franchise royalties and fees..........cccoeevvrevivveneennnn. 54,309 44,449 36,245 27,892 19,577
Fresh dough sales to franchisees...........ccccceeevenenee. 86,544 72,569 61,524 41,688 23.856
Total REVENUE ......cceevvveeieiieieeieeeeieee e 640,275 479.139 363.702 282,225 201,117

Costs and expenses:
Bakery-cafe expenses:

Cost of food and paper products............cceeueeneene. 142,675 101,832 73,885 63,370 48,341
| 571 oY ) SRR 151,524 110,790 81,152 63,172 45,768
OCCUPANCY ...t eteeieeeeeeeie et eee e eeeeens 37,389 26,730 18,981 15,408 11,893
Other operating eXpenses.........coceeeeerueervereeneenne 70,003 51,044 36.804 27971 20,729
Total bakery-cafe eXpenses ..........ccoceeereeeeennnn. 401,591 290.396 210,822 169.921 126,731
Fresh dough cost of sales to franchisees................... 75,036 65,627 54,967 38,432 21,965
Depreciation and amortization............c.cceerveevernnenne. 33,011 25,298 18,304 13,794 10,979
General and administrative eXpenses............ccueeve.n.. 46,301 33,338 28,140 24,986 19,589
Pre-opening eXpenses .........ccvecveeeereenieenienieesvennennes 3.241 2,642 1,531 1,051 912
Total costs and eXPenses .........cceeverveerrerverenenne 559.180 417,301 313,764 248.184 180,176
Operating profit ..........occeeceerieniieriienieeee e 81,095 61,838 49,938 34,041 20,941
INtErest EXPENnSe .....oevveeueeeeieiieieeieeee e 50 18 48 32 72
Other (income) eXpense, Net.........ccceeveereeereereerenenne. (1,133) 1,065 1,592 467 221
Income before income taxes and cumulative effect
of accounting change ..........c.ceoeeeeeenencneseeeenee 82,178 60,755 48,298 33,542 20,648
Provision for income taxes ...........cceevveeeecueeeeecineeeenns 29.995 22.175 17.629 12,242 7.989
Income before cumulative effect of accounting
ChANGE ..ot 52,183 38,580 30,669 21,300 12,659

Cumulative effect to December 28, 2002 of

accounting change, net of tax benefit(3)................. — — (239) — —
NEt INCOME. ..ttt $ 52,183 $ 38,580 $ 30430 $ 21300 § 12,659
Per common share:

Basic:

Income before cumulative effect of accounting

ChanEe .......oovevieiieicieceeeee e $ 1.69 $ 1.28 $ 1.03 $ 0.74 $ 0.46

Cumulative effect of accounting changes(3) .......... — — (0.01) — —

NELINCOME ...voveveieiereiieeteeee et $ 1.69 $ 1.28 $ 1.02 $ 0.74 $ 0.46

Diluted:

Income before cumulative effect of accounting

ChANEE ..., $ 1.65 $ 1.25 $ 1.01 $ 0.71 $ 0.44

Cumulative effect of accounting changes(3) .......... — — (0.01) — —

NEt INCOME ...ttt $ 1.65 $ 1.25 $ 1.00 $ 0.71 $ 0.44
Weighted average shares of common stock

outstanding:

BaSiC.viieiieiiieeiee e 30,871 30,154 29,733 28,923 27,783

Diluted....c.eoeeeieieieee e 31,651 30,768 30,423 29,891 28,886
Consolidated balance sheet data:
Cash and cash equivalents ..........cccccoeererveinreiennnn. $ 24,451 $ 29,639 $ 42,402 $ 29,924 $ 18,052
Investments in government securities....................... $ 46,308 $ 28,415 $ 9,019 $ 9,149 $ —
TOtAL ASSEES...nveeeeeeeeeeeeeeeeee et e e e e ee e $ 437,667 $ 324,672 $ 256,835 $ 195,431 $ 148,720
Other long-term liabilities...........cocevevvieriiriereennnen. $ 4,867 $ 1,776 $ 1,115 $ 262 $ —
Stockholders” eqUity ......ccvevvverveerierieieiereiee e $ 316,978 $ 241,363 $ 193,805 $ 151,503 $ 118,185
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For The Fiscal Years Ended

(as restated) (2)

December 27, December 25, December 27, December 28, December 29,
2005(1) 2004 2003 2002 2001
(in thousands, except per share data)

Franchisee revenue(4).......cooeeveveeeeeeeeeeeeeeeeenenn, $ 1,097,191 $ 879,070 $ 710,980 $ 542,624 $ 371,650
Comparable bakery-cafe sales percentage

increases for:

Company-owned bakery-cafes(4) .......cccccoeeevereenne 7.4% 2.9% 1.7% 4.1% 5.8%

Franchise-operated bakery-cafes(4).......ccccccocevueenee. 8.0% 2.6% (0.4)% 6.1% 5.8%

SyStemM-Wide(4) ....cceeeeieieieieieee e 7.8% 2.7% 0.2% 5.5% 5.8%
Bakery-cafe data:
Company-owned bakery-cafes open...........ccccceenenne 311 226 173 132 110
Franchise-operated bakery-cafes open...................... 566 515 429 346 259

Total bakery-cafes open.........cccccveeveevenieneeceennenne. 877 741 602 478 369

(1) In fiscal year 2005, we changed our fiscal week to end on Tuesday rather than Saturday. As a result, our 2005 fiscal year ended on
December 27, 2005 instead of December 31, 2005 and, therefore, consisted of fifty-two and a half weeks rather than the fifty-three
week year that would have resulted without the calendar change. These additional three days in fiscal 2005 did not have a material
impact on our financial statements.

(2) As described in Note 3 to our 2004 Form 10-K Consolidated Financial Statements, we restated our previously issued consolidated
financial statements to recognize changes in our lease accounting practices.

(3) Effective December 29, 2002, we adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 143,
“Accounting for Asset Retirement Obligations.” This Statement requires us to record an estimate for costs of retirement
obligations that may be incurred at the end of lease terms of existing bakery-cafes or other facilities. Upon adoption of SFAS 143,
we recognized a one-time cumulative effect charge of approximately $0.2 million (net of deferred tax benefit of approximately
$0.1 million), or $.01 per diluted share. For further information, see Note 2, “Summary of Significant Accounting Policies,” to the
Consolidated Financial Statements.

(4) We included franchisee revenue and Company-owned, franchise-operated, and system-wide comparable bakery-cafe sales
increases. Franchisee revenue is a non-GAAP financial measure that includes sales at all franchise-operated bakery-cafes, as
reported by franchisees. System-wide sales is a non-GAAP financial measure that includes sales at all Company-owned and
franchise-operated bakery-cafes. Management uses system-wide sales and franchisee revenue information internally in connection
with store development decisions, planning, and budgeting analyses. Management believes it is useful in assessing consumer
acceptance of our brand and facilitating an understanding of financial performance as our franchisees pay royalties and contribute
to advertising pools based on a percentage of their sales.

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

General

In fiscal year 2005, we changed our fiscal week to end on Tuesday rather than Saturday, with our fiscal year ending on the last
Tuesday in December. This change allowed us to better serve customers by shifting the weekly closing activities to a less busy day of
the week. As a result, our 2005 fiscal year ended on December 27, 2005 instead of December 31, 2005 and, therefore, consisted of
fifty-two and a half weeks rather than the fifty-three week year that would have resulted without the calendar change. The additional
days in fiscal year 2005 compared to fiscal year 2004 occurred in the first quarter, resulting in the first quarter being sixteen and a half
weeks instead of sixteen weeks. As a result of this calendar change, the next fifty-three week year will occur in fiscal year 2008. Our
fiscal year ended on the last Saturday in December for 2004 and prior fiscal years and consisted of 13 four-week periods, with the
first, second, and third quarters ending 16 weeks, 28 weeks, and 40 weeks, respectively, into the fiscal year. In fiscal year 2006, we
adopted a new quarterly calendar whereby each of our quarters will include 13 weeks with 4 week, 5 week, and 4 week period
progressions in each quarter. Our fiscal week will continue to end on Tuesday, with fiscal year 2006 ending on December 26, 2006.
See “Quarterly Calendar Change” in Item 7 of this Form 10-K for the Consolidated Statement of Operations for each of the quarters of
fiscal year 2005 conformed to the 2006 quarterly presentation.

17



We include 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-owned and franchise-
operated bakery-cafes, as reported by franchisees. Management uses system-wide sales information internally in connection with store
development decisions, planning, and budgeting analyses. Management believes it is useful in assessing consumer acceptance of our
brand and facilitating an understanding of financial performance as our franchisees pay royalties and contribute to advertising pools
based on a percentage of their sales.

Our 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.

In fiscal year 2005, we earned $1.65 per diluted share with the following system-wide performance on key metrics: 139 new
bakery-cafes opened in fiscal 2005, including 66 new Company-owned bakery-cafes and 73 new franchise-operated bakery-cafes,
comparable bakery-cafe sales growth of 7.8%, average weekly sales of $38,318, and operating weeks of 41,370.

The following table sets forth the percentage relationship to total revenues, except where otherwise indicated, of certain items
included in our consolidated statements of operations for the periods indicated. Percentages may not add due to rounding:

For the Fiscal Years Ended
December 27, December 25, December 27,

2005 2004 2003
Revenues:
Bakery-cafe SAles .........coiviriiiiirieiiic e 78.0% 75.6% 73.1%
Franchise royalties and feS .........c.eoeiiiiiiiiiieeee e 8.5 9.3 10.0
Fresh dough sales to franChiSEes..........ccvieiiriiiierieie ettt 13.5 15.1 16.9
TOLAl TEVEIUE. ...ttt ettt ettt sttt et e enees 100.0% 100.0% 100.0%
Costs and expenses:
Bakery-cafe expenses(1):
Cost of f00d and Paper PrOAUCES.........cccvirierierii ettt eeaeneeens 28.6% 28.1% 27.8%
LLaDOT ettt 30.3 30.6 30.5
O CCUPANCY ...eveeteettete ettt e te et e et e bt e et et enteesteeseessee st aseeneeemeeeneeeseaseenseenseensenneeeneennean 7.5 7.4 7.1
Other OPETating CXPENSES .. .veeuveeueeeureerierteerteeteetesseesseesseerseeseeeeeseesseasseanseeseensesssesseesses 14.0 14.1 13.8
Total bakery-cafe EXPENSES ......c.eerueeriirieiieiieseerte ettt ettt eneas 80.4 80.2 79.2
Fresh dough cost of sales to franchiSees(2) ......ccceeererieieieierieesie e 86.7 90.4 89.3
Depreciation and amMOTtiZAtION ...........eoieierieriiiesieeteeeett e eierte et et eeeete et eseeeeeeseeseesneseeas 5.2 53 5.0
General and adMINIStrAtiVE EXPENSES ....cveuerverueruienieierierteeteeteeeeeneeneeeessestessesseeseeneesenseees 7.2 7.0 7.7
Pre-0PeNINgG EXPEISES. ..c.uveivieiieiieiieieetteettesteeteebeeteseaesteesseesseesseessesssessaesseesseessenssesssesses 0.5 0.6 0.4
Total COSS ANA EXPEISES ....eevieerieeiieereeiieitiesieeteeteetesteesteesseessesssesseesseeseesseessesssesseesses 87.3 87.1 86.3
OPETAtING PIOTIL ...eviiiiiiiiiieieee ettt ettt ste et e b e s ae st e saeesbeeseesseesseesaesseessaensens 12.7 12.9 13.7
TNEETEST EXPEIISE ...eeniienieeeiieeite ettt ettt ettt et ettt ettt et e ettt e be e e bt e e beeeateebeeebeeebaeenaeesnne — — —
Other (INCOME) EXPENSE, NEL .....eevierieeireriertiertieteeteetestesstesseesseesessesseesseesseesesssesssessaessees (0.2) 0.3 0.4
Income before income taxes and cumulative effect of accounting change.......................... 12.8 12.7 13.3
TIICOMIE TAXES -.enveeiteeiieeiie ettt ettt et ettt e bt e bt et e et et e e st e es e et e e bt enteemteeneesseesneesneennenean 4.7 4.6 4.8
Income before cumulative effect of accounting change ............cocceeveereeiiiienieniesieeeee 8.2 8.1 8.4
Cumulative effect to December 28, 2002 of accounting change, net of taX ............cceeeeeneee. — — (0.1)
INEE ITICOMIC ..ttt ettt st st e bt et et ea e eb e s bt e b e enbeentesaeesae 2% 8.1% 8.4%

(1) As apercentage of bakery-cafe sales.

(2) As a percentage of fresh dough facility sales to franchisees.
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The following table sets forth certain bakery-cafe data relating to Company-owned and franchise-operated bakery-cafes:

For the Fiscal Year Ended
December 27, December 25, December 27,

2005 2004 2003
Number of bakery-cafes:
Company-owned:
Beginning Of Period ........cveiveiieiieiieiieeeee ettt eenas 226 173 132
Bakery-cafes Opened.........cocuiiiieienieiieiee e 66 54 29
Bakery-cafes CLOSEA .......ooveiiiiieiieie e ettt as 2) — 3)
Acquired from franchiSEe(1) ......ccuerieriieiieieeiecieeee et 21 1 15
Transfer to franChiSEE(2)......ccciiiiuieeciie ettt st e e e e b e e s be e e nbeeeans — _(2) —
ENd Of PEIIOQ ...ttt nean 311 226 173
Franchise-operated:
Beginning Of Period ......coueiiiiiiiieie e 515 429 346
Bakery-cafes Opened.........coouiiiiiiiiiiieiee e e 73 89 102
Bakery-cafes CLOSEA ......ocviiiiiiiiieiiciceeeeee ettt ettt s (1 4) 4
SOLd t0 COMPANY(1) ..vierieiieeiieiiieiiereete ettt ettt te et e sbe e beesseesaessaesenesseenseenns (21) (1) (15)
Transfer from ComPANY(2) ......cccveeierrieriieiieiieie et ete et eeeree e esseebeessesssessaeseees — _2 —
ENd Of PEIIOQ ..ottt et ena s nees 566 515 429
System-wide:
Beginning Of PEriod .......ccueiveiieiieiieiieieeesee ettt eenes 741 602 478
Bakery-cafes Opened.........coouiiiiiierieieeee e 139 143 131
Bakery-cafes CloSed ........ueiiiiiiiiee e _3 _4) _(
ENd Of PEIIOQ ...t 877 741 602

(1) In November 2005, we acquired 21 operating bakery-cafes and the area development rights from a franchisee in certain markets in
the Indiana area. In October 2004, we acquired one operating bakery-cafe in the Dallas, Texas market from a franchisee. During
fiscal 2003, we acquired 15 operating bakery-cafes and the area development rights from franchisees in the Louisville/Lexington,
Kentucky; Dallas, Texas; Toledo, Ohio; and Ann Arbor, Michigan markets.

(2) In October 2004, we transferred two operating bakery-cafes to a new franchisee in the acquisition of the minority interest. See
Note 3 of our Consolidated Financial Statements for further information.

Increases in comparable bakery-cafe sales for the fiscal year ended December 27, 2005, December 25, 2004, and December 27,
2003 were as follows:

For the Fiscal Year Ended
December 27, December 25, December 27,

2005 2004 2003
COMPANY-OWINE........eiuiiiiiiiiiiiiiet ettt ettt sttt ettt sae b sae bt eas e enenaens 7.4% 2.9% 1.7%
FranCRiSed.......oouiieieiieiee ettt ettt ettt st eens 8.0% 2.6% -0.4%
SYSTEM=WIAC. ...veevvieitieeieeiieeteerie ettt ettt et et e e b e staesteesteeseesseesaeesseseesseessaessesseessaesseenseensenens 7.8% 2.7% 0.2%

Company-owned comparable bakery-cafe sales increases are based on sales for bakery-cafes that have been in operation and
company-owned for at least 18 months. Franchise-operated comparable bakery-cafe sales increases are based on sales for bakery-cafes
that have been in operation for at least 18 months. Both Company-owned and franchise-operated comparable bakery-cafe sales
exclude closed locations.

Comparable sales during the fiscal year ended December 27, 2005 increased at a higher rate than comparable sales during the
fiscal year ended December 25, 2004 primarily as a result of increased sales of products from our new antibiotic free chicken, sales
from our Via Panera® catering business which began in 2004, sales from strengthened new product development in 2005, in store
execution, and price increases.

Comparable sales during the fiscal year ended December 25, 2004 increased at a higher rate than comparable sales during the
fiscal year ended December 27, 2003 primarily as a result of sales from the roll-out of the Via Panera® catering business which began
in 2004, sales from strengthened new product development in 2004, the implementation of several Company initiatives by the
franchise-operated bakery-cafes in 2004 related to increased staffing, quality, and speed of customer service, and price increases.
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Fiscal Year 2005 Compared to Fiscal Year 2004
Results of Operations
Revenues

Our total revenues for the fiscal year ended December 27, 2005 increased 33.6% to $640.3 million compared to $479.1 million for
the fiscal year ended December 25, 2004. The growth in total revenues for the fiscal year ended December 27, 2005, as compared to
the prior year, was primarily due to the opening of 139 new bakery-cafes in 2005 as well as increases in system-wide comparable
bakery-cafe sales of 7.8% for the fiscal year ended December 27, 2005. The system-wide average weekly sales per bakery-cafe and
the related number of operating weeks for the fiscal year ended December 27, 2005 and December 25, 2004 were as follows:

For the Fiscal Year Ended
December 27, December 25, Percentage

2005 2004 Increase
System-wide average Weekly SAlEs ..........ccooiriiiiiiiiieieee et $ 38,318 $ 36,008 6.4%
System-wide number of OPErating WeEeKS .........cceveriririeieieieese sttt 41,370 34,470 20.0%

Average weekly sales is calculated by dividing total net sales by operating weeks. Accordingly, year over year growth reflects
sales for all locations, whereas comparable store sales exclude closed locations and are based on sales for bakery-cafes that have been
in operation and owned for at least 18 months.

New stores typically experience an opening “honey-moon” whereby they generate higher average weekly sales during the first 12
to 16 weeks they are open as customers “settle-in” to normal usage patterns from initial trial of the location. On average the “settle-in”
experienced is 5% to 10% from the average weekly sales during the “honey-moon” period. As a result, year over year growth in
average weekly sales is generally lower than the growth in comparable bakery-cafe sales. This results from the relationship of the
number of bakery- cafes in the “honey-moon” phase, the number of bakery-cafes in the “settle-in” phase, and the number of stores in
the comparable store base.

As described above, we had an additional three days in the first quarter of 2005 as compared to the first quarter of 2004 as a result
of changing our 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 fiscal year ended December 27, 2005 for the Company-owned bakery-cafes increased 37.9% to $499.4
million from $362.1 million for the fiscal year ended December 25, 2004. Company-owned bakery-cafe sales as a percentage of total
revenue increased by 2.4 percentage points for the fiscal year ended December 27, 2005 compared to the fiscal year ended December
25, 2004, and fresh dough sales to franchisees as a percentage of total revenue decreased by 1.6 percentage points for the fiscal year
ended December 27, 2005 compared to the fiscal year ended December 25, 2004, primarily as a result of the increase in the number of
Company-owned bakery-cafe openings. The increase in bakery-cafe sales was primarily due to the impact of a full year’s operations
of the 54 Company-owned bakery-cafes opened in 2004, the opening of 66 Company-owned bakery-cafes in 2005, and the 7.4%
increase in comparable bakery-cafe sales for the fiscal year ended December 27, 2005. Bakery-cafes included in comparable sales
increases and not included in comparable sales increases contributed 17% and 83%, respectively, of the $137.3 million increase in
sales from 2004. The average weekly sales per Company-owned bakery-cafe and the related number of operating weeks for the fiscal
years ended December 27, 2005 and December 25, 2004 were as follows:

For the Fiscal Year Ended
December 27, December 25,  Percentage

2005 2004 Increase
Company-owned average Weekly SAlES ........ccevieriiriiiiiieieieieiee et eenns $ 37,348 $ 35,620 4.9%
Company-owned number of operating Weeks ..........ccovieririieiiniiieeeee e 13,280 10,166 30.6%

Franchise royalties and fees rose 22.3% to $54.3 million for the fiscal year ended December 27, 2005 from $44.4 million for the
fiscal year ended December 25, 2004. The components of franchise royalties and fees were as follows (in thousands):

For the Fiscal Year Ended
December 27, December 25,

2005 2004
FIanChiSE TOYAILIES .....cviviuiitiietietiietiet ettt ettt ettt ettt ettt et te e s e s ete et e s etsebessessebessessebesessesessessesesseneas $ 51,539 $ 41,199
FTANCRISE TEES ..o e e e e e e e et e e e e e e et e e e etaeeeetaeeeeenteeeeenneeeennnees 2,770 3.250
0] 71 RO $ 54,309 $ 44,449
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The increase in royalty revenue can be attributed to the impact of a full year’s operations of the 89 franchise-operated bakery-cafes
opened in 2004, the opening of 73 franchise-operated bakery-cafes in 2005, and the 8.0% increase in comparable franchise-operated
bakery-cafe sales for the fiscal year ended December 27, 2005. Franchise-operated bakery-cafes included in comparable sales
increases and not included in comparable sales increases contributed 30% and 70%, respectively, of the $210.2 million increase in
sales from 2004. The average weekly sales per franchise-operated bakery-cafe and the related number of operating weeks for the fiscal
year ended December 27, 2005 and December 25, 2004 were as follows:

For the Fiscal Year Ended
December 27, December 25, Percentage

2005 2004 Increase
Franchisee average Weekly SAles .........cooiiiiiiiiiieieiiecieee et $ 38,777 $ 36,171 7.2%
Franchisee number of Operating Weeks..........cuooiiiiiiiiiiiieieieee e 28,090 24,303 15.6%

As of December 27, 2005, there were 566 franchise-operated bakery-cafes open and commitments to open 416 additional
franchise-operated bakery-cafes. We expect these bakery-cafes to open according to the timetables established in the various ADAs
with franchisees, with the majority opening in the next four to five years. In 2006, we expect our area developers to open 80 to 85 new
franchise-operated bakery-cafes. The ADA requires a franchisee to develop a specified number of bakery-cafes on or before specific
dates. If a franchisee fails to develop bakery-cafes on schedule, we have the right to terminate the ADA and develop Company-owned
locations or develop locations through new area developers in that market. We may exercise one or more alternative remedies to
address defaults by area developers, including not only development defaults, but also defaults in complying with our operating and
brand standards and other covenants under the ADAs and franchise agreements.

Fresh dough facility sales to franchisees increased 19.1% to $86.5 million for the fiscal year ended December 27, 2005 from $72.6
million for the fiscal year ended December 25, 2004. The increase was primarily driven by the increased number of franchise-operated
bakery-cafes opened described previously.

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 franchise-operated 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 28.6% of bakery-cafe sales for the fiscal year ended December 27, 2005 compared to 28.1% of bakery-
cafe sales for the fiscal year ended December 25, 2004. This increase in the cost of food and paper products as a percentage of bakery-
cafe sales was primarily due to higher cost and mix impact of antibiotic free chicken and higher fuel costs, which averaged $2.84 per
gallon in 2005 compared to $2.06 in 2004, partially offset by improved leveraging of fresh dough manufacturing costs we achieved as
more bakery-cafes were opened. For the fiscal year ended December 27, 2005, there was an average of 48.0 bakery-cafes per fresh
dough facility compared to an average of 39.2 for the fiscal year ended December 25, 2004.

Labor expense was $151.5 million, or 30.3% of bakery-cafe sales, for the fiscal year ended December 27, 2005 compared to
$110.8 million, or 30.6% of bakery-cafe sales, for the fiscal year ended December 25, 2004. The labor expense as a percentage of
bakery-cafe sales decreased between the fiscal year ended December 27, 2005 and the fiscal year ended December 25, 2004 primarily
as a result of leveraging these costs over higher sales volumes, partially offset by higher costs in the bakery-cafe bonus program.

For the fiscal year ended December 27, 2003, fresh dough facility cost of sales to franchisees was $75.0 million, or 86.7% of fresh
dough facility sales to franchisees, compared to $65.6 million, or 90.4% of fresh dough facility sales to franchisees, for the fiscal year
ended December 25, 2004. The decrease in the fresh dough facility cost of sales rate in fiscal year 2005 was primarily due to lower
ingredient costs. Butter costs in 2005 averaged $1.64 per pound compared to $1.94 per pound in 2004.

General and administrative expenses were $46.3 million, or 7.2% of total revenue, and $33.3 million, or 7.0% of total revenue, for
the fiscal years ended December 27, 2005 and December 25, 2004, respectively. The increase in the general and administrative
expense rate between 2005 and 2004 was primarily the result of increased incentive compensation and marketing costs partially offset
by the improved leveraging of these costs over higher revenue.
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Operating Profit

Operating profit for the fiscal year ended December 27, 2005 increased to $81.1 million, or 12.7% of total revenue, from $61.8
million, or 12.9% of total revenue, for the fiscal year ended December 25, 2004. Operating profit as a percentage of total revenues for
the fiscal year ended December 27, 2005 deceased as a result of the factors described above.

Other Income and Expense

Other income and expense for the fiscal year ended December 27, 2005 increased to $1.1 million of income, or 0.2% of total
revenue, from $1.1 million of expense, or 0.3% of total revenue, for the fiscal year ended December 25, 2004. The increase in other
income and expense results primarily from increased interest income in 2005 resulting from both higher investment balances and
higher interest rates.

Income Taxes

The provision for income taxes increased to $30.0 million for the fiscal year ended December 27, 2005 compared to $22.2 million
for the fiscal year ended December 25, 2004. The tax provisions for the fiscal year ended December 27, 2005 and December 25, 2004
reflected a consistent combined federal, state, and local effective tax rate of 36.5%.

Net Income

Net income for the fiscal year ended December 27, 2005 increased $13.6 million, or 35%, to $52.2 million, or $1.65 per diluted
share, compared to net income of $38.6 million, or $1.25 per diluted share, for the fiscal year ended December 25, 2004. The increase
in net income in 2005 resulted from the factors described above.

Fiscal Year 2004 Compared to Fiscal Year 2003
Results of Operations
Revenues

Our total revenues for the fiscal year ended December 25, 2004 increased 31.7% to $479.1 million compared to $363.7 million for
the fiscal year ended December 27, 2003. The growth in total revenues for the fiscal year ended December 25, 2004, as compared to
the prior year, is primarily due to the opening of 143 new bakery-cafes in 2004 as well as increases in system-wide comparable
bakery-cafe sales of 2.7% for the fiscal year ended December 25, 2004. The system-wide average weekly sales per bakery-cafe and
the related number of operating weeks for the fiscal year ended December 25, 2004 and December 27, 2003 were as follows:

For the Fiscal Year Ended
December 25, December 27,  Percentage

2004 2003 Increase
System-wide average WeekLy SAlES .........cciviriiriiiieiiieieieieie ettt ettt e eeeeanesnens $ 36,008 $ 35,617 1.1%
System-wide number of operating Weeks .........coeririeriiiiiiieeee e 34,470 27,427 25.7%

Average weekly sales is calculated by dividing total net sales by operating weeks. Accordingly, year over year growth reflects all
sales, whereas comparable store sales reflects only sales for those bakery-cafes that have been open for more than 18 months.

New stores typically experience an opening “honey-moon” whereby they generate higher average weekly sales during the first 12
to 16 weeks they are open as customers “settle-in” to normal usage patterns from initial trial of the location. On average the “settle-in”
experienced is 5% to 10% from the average weekly sales during the “honey-moon” period. As a result, year over year growth in
average weekly sales is generally lower than the growth in comparable bakery-cafe sales. This results from the relationship of the
number of bakery- cafes in the “honey-moon” phase, the number of bakery-cafes in the “settle-in” phase, and the number of stores in
the comparable store base.

Bakery-cafe sales for the fiscal year ended December 25, 2004 for the Company-owned bakery-cafes increased 36.2% to $362.1
million from $265.9 million for the fiscal year ended December 27, 2003. Company-owned bakery-cafe sales as a percentage of total
revenue increased by 2.5 percentage points for the fiscal year ended December 25, 2004 compared to the fiscal year ended December
27, 2003, and fresh dough sales to franchisees as a percentage of total revenue decreased by 1.8 percentage points for the fiscal year
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ended December 25, 2004 compared to the fiscal year ended December 27, 2003, primarily as a result of the increase in the number of
Company-owned bakery-cafe openings. The increase in bakery-cafe sales was primarily due to the impact of a full year’s operations
of the 29 Company-owned bakery-cafes opened and 15 bakery-cafes acquired in 2003, the opening of 54 Company-owned bakery-
cafes in 2004, and the 2.9% increase in comparable bakery-cafe sales for the fiscal year ended December 25, 2004. Bakery-cafes
included in comparable sales increases and not included in comparable sales increases contributed 8% and 92%, respectively, of the
$96.2 million increase in sales from 2003. The average weekly sales per Company-owned bakery-cafe and the related number of
operating weeks for the fiscal year ended December 25, 2004 and December 27, 2003 were as follows:

For the Fiscal Year Ended
December 25, December 27,  Percentage

2004 2003 Increase
Company-owned average Weekly Sales .........cocoiiiiiiiierieiieeeeeee e $ 35,620 $ 35,198 1.2%
Company-owned number of operating Weeks ..........ccovierieiieieniiieieee e 10,166 7,555 34.6%

Franchise royalties and fees rose 22.7% to $44.4 million for the fiscal year ended December 25, 2004 from $36.2 million for the
fiscal year ended December 27, 2003. The components of franchise royalties and fees were as follows (in thousands):

For the Fiscal Year Ended
December 25, December 27,

2004 2003
FIanChiSE TOYAILIES .....c.oveuiiviieeieticeeeeet ettt ettt ettt et ettt ettt e v e s eteete e eteebe s essebe s essesessessetessessesserennas $ 41,199 $ 32,903
FTANCRISE TEES ... e e e e e et e e e e e e e e e e enaaeeeeaneeeeenteeeeenneeeeennees 3.250 3.342
1 0] 71 TR $ 44,449 $ 36,245

The increase in royalty revenue can be attributed to the impact of a full year’s operations of the 102 franchise-operated bakery-
cafes opened in 2003, the opening of 89 franchise-operated bakery-cafes in 2004, and the 2.6% increase in comparable franchise-
operated bakery-cafe sales for the fiscal year ended December 25, 2004. Franchise-operated bakery-cafes included in comparable sales
increases and not included in comparable sales increases contributed 9% and 91%, respectively, of the $168.1 million increase in sales
from 2003. The average weekly sales per franchise-operated bakery-cafe and the related number of operating weeks for the fiscal year
ended December 25, 2004 and December 27, 2003 were as follows:

For the Fiscal Year Ended
December 25, December 27, Percentage

2004 2003 Increase
Franchisee average Weekly SAles ........ccovieriieiiieiieiesiesieieee ettt $ 36,171 § 35,777 1.1%
Franchisee number of operating Weeks.........cccvevuieiieiirienieieieeie et 24,303 19,872 22.3%

As of December 25, 2004, there were 515 franchise-operated bakery-cafes open and commitments to open 406 additional
franchise-operated bakery-cafes. We expect these bakery-cafes to open according to the timetables established in the various ADAs
with franchisees, with the majority opening in the next four to five years. In 2005, we expect to open 80 to 90 new franchise-operated
bakery-cafes. The ADA requires a franchisee to develop a specified number of bakery-cafes on or before specific dates. If a franchisee
fails to develop bakery-cafes on schedule, we have the right to terminate the ADA and develop Company-owned locations or develop
locations through new area developers in that market. We may exercise one or more alternative remedies to address defaults by area
developers, including not only development defaults, but also defaults in complying with our operating and brand standards and other
covenants under the ADAs and franchise agreements.

Fresh dough facility sales to franchisees increased 18.0% to $72.6 million for the fiscal year ended December 25, 2004 from $61.5
million for the fiscal year ended December 27, 2003. The increase was primarily driven by the increased number of franchise-operated
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.
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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 franchise-operated 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 28.1% of bakery-cafe sales for the fiscal year ended December 25, 2004 compared to 27.8% of bakery-
cafe sales for the fiscal year ended December 27, 2003. This increase in the cost of food and paper products as a percentage of bakery-
cafe sales was primarily due to higher commodity costs, including higher fuel costs, which averaged $2.06 per gallon in 2004
compared to $1.71 in 2003, and higher fresh dough facility operational costs related to lease and related leasehold improvement
accounting as described in Note 2 to the Consolidated Financial Statements, partially offset by improved leveraging of fresh dough
manufacturing costs we achieved as more bakery-cafes were opened. For the fiscal year ended December 25, 2004, there was an
average of 39.2 bakery-cafes per fresh dough facility compared to an average of 32.7 for the fiscal year ended December 27, 2003.

Labor expense was $110.8 million, or 30.6% of bakery-cafe sales, for the fiscal year ended December 25, 2004 compared to $81.2
million, or 30.5% of bakery-cafe sales, for the fiscal year ended December 27, 2003. The labor expense as a percentage of bakery-cafe
sales increased between the fiscal year ended December 25, 2004 and the fiscal year ended December 27, 2003 primarily as a result of
start-up inefficiencies related to the increase in Company-owned bakery-cafe openings in 2004 compared to 2003 and higher benefit
costs partially offset by leveraging these costs over higher sales volumes.

Occupancy costs were $26.7 million, or 7.4% of bakery-cafe sales, for the fiscal year ended December 25, 2004 compared to $19.0
million, or 7.1% of bakery-cafe sales, for the fiscal year ended December 27, 2003. The occupancy cost as a percentage of bakery-cafe
sales increased for the fiscal year ended December 25, 2004 primarily due to higher rent cost related to lease accounting as described
in Note 2 to the Consolidated Financial Statements.

Other bakery-cafe operating expenses, which include advertising, retail field overhead, utilities, and other bakery-cafe expenses,
were $51.0 million, or 14.1% of bakery-cafe sales, for the fiscal year ended December 25, 2004 compared to $36.8 million, or 13.8%
of bakery-cafe sales, for the fiscal year ended December 27, 2003. The increase in other bakery-cafe operating expenses as a
percentage of bakery-cafe sales for the fiscal year ended December 25, 2004 was primarily due to increased organizational costs for
field management, including recruiting, training, and advertising, associated with new markets that do not yet have multi-unit
leverage.

For the fiscal year ended December 25, 2004, fresh dough facility cost of sales to franchisees was $65.6 million, or 90.4% of fresh
dough facility sales to franchisees, compared to $55.0 million, or 89.3% of fresh dough facility sales to franchisees, for the fiscal year
ended December 27, 2003. The increase in the fresh dough cost of sales rate in fiscal 2004 was primarily due to increased commodity
costs, including butter, tuna, and cream cheese.

Depreciation and amortization was $25.3 million, or 5.3% of total revenue, for the fiscal year ended December 25, 2004 compared
to $18.3 million, or 5.0% of total revenue, for the fiscal year ended December 27, 2003. The increase in depreciation and amortization
as a percentage of total revenue for the fiscal year ended December 25, 2004 compared to the fiscal year ended December 27, 2003
was primarily due to the impact of a full year’s depreciation of prior year’s capital expenditures and increased capital expenditures in
the current year.

General and administrative expenses were $33.3 million, or 7.0% of total revenue for fiscal year 2004, compared to $28.1 million,
or 7.7% of total revenue, for the fiscal year ended December 25, 2004 and December 27, 2003, respectively. The decrease in the
general and administrative expense rate between 2004 and 2003 was primarily the result of the improved leveraging of these costs
over higher revenue.

Pre-opening expenses, which consist primarily of labor and food costs incurred during in-store training and preparation for
opening, exclusive of manager training costs which are included in general and administrative expenses, were $2.6 million, or 0.6% of
total revenue, for the fiscal year ended December 25, 2004 compared to $1.5 million, or 0.4% of total revenue, for the fiscal year
ended December 27, 2003. The increase in pre-opening expenses as a percentage of total revenue for the fiscal year ended December
25, 2004 compared to the fiscal year ended December 27, 2003 was primarily due to increased number of Company-owned bakery-
cafe openings in 2004 compared to 2003 as described above.
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Operating Profit

Operating profit for the fiscal year ended December 25, 2004 increased to $61.8 million, or 12.9% of total revenue, from $49.9
million, or 13.7% of total revenue, for the fiscal year ended December 27, 2003. Operating profit as a percentage of total revenues for
the fiscal year ended December 25, 2004 declined as a result of the factors described above.

Other Income and Expense

Other expense for the fiscal year ended December 25, 2004 decreased to $1.1 million, or 0.3% of total revenue, from $1.6 million,
or 0.4% of total revenue, for the fiscal year ended December 27, 2003. The decrease in other expense results primarily from increased
interest income in 2004.

Income Taxes

The provision for income taxes increased to $22.2 million for the fiscal year ended December 25, 2004 compared to $17.6 million
for the fiscal year ended December 27, 2003. The tax provisions for the fiscal year ended December 25, 2004 and December 27, 2003
reflected a consistent combined federal, state, and local effective tax rate of 36.5%.

Income Before Cumulative Effect of Accounting Change

Income before cumulative effect of accounting change for the fiscal year ended December 25, 2004 increased $7.9 million, or
25.7%, to $38.6 million, or $1.25 per diluted share, compared to income before cumulative effect of accounting change of $30.7
million, or $1.01 per diluted share, for the fiscal year ended December 27, 2003. The 2004 increase in income before cumulative effect
of accounting change was primarily due to an increase in bakery-cafe sales, franchise royalties and fees, and fresh dough sales to
franchisees partially offset by higher costs as described above.

Net Income

Net income for the fiscal year ended December 25, 2004 increased $8.2 million, or 27.0%, to $38.6 million, or $1.25 per diluted
share, compared to net income of $30.4 million, or $1.00 per diluted share, for the fiscal year ended December 27, 2003. The increase
in net income in 2004 resulted from the factors described above.

Critical Accounting Policies & Estimates

The Company’s discussion and analysis of its financial condition and results of operations is based upon the Consolidated
Financial Statements and Notes to the Consolidated Financial Statements, which have been prepared in accordance with generally
accepted accounting principles in the United States. The preparation of these consolidated financial statements requires management
to make estimates, judgments and assumptions, which management believes to be reasonable, based on the information available.
These estimates and assumptions affect the reported amounts of assets, liabilities, revenues and expenses and related disclosures of
contingent assets and liabilities. Variances in the estimates or assumptions used could yield materially different accounting results.
The Company believes the following critical accounting policies involve additional management judgment due to the sensitivity of the
methods, assumptions, and estimates necessary in determining the related asset and liability amounts.

Revenue Recognition

We recognize revenue upon delivery of product or performance of services as follows. Bakery-cafe sales are recorded upon
delivery of food and other products to a customer. In addition, fresh dough sales to franchisees are recorded upon delivery of fresh
dough to franchisees. Also, a liability is recorded in the period in which a gift card is issued and proceeds are received. As gift cards
are redeemed, this liability is reduced and revenue is recognized as a sale. Further, franchise fees are the result of sales of area
development rights and the sale of individual franchise locations to third parties. The initial franchise fee is $35,000 per bakery-cafe to
be developed under the Area Development Agreement (ADA). Of this fee, $5,000 is paid at the time of signing of the ADA and is
recognized as revenue when it is received as it is non-refundable and we have to perform no other service to earn this fee. The
remaining $30,000 is paid at the time an individual franchise agreement is signed and is recognized as revenue upon the
commencement of franchise operations of the bakery-cafes. Royalties are paid weekly based on a percentage of sales, ranging from
4% to 5%, as defined in the agreement. Royalties are recognized as revenue when they are earned.
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Valuation of Goodwill

We record goodwill related to the excess of the purchase price over the fair value of net assets acquired. At December 27, 2005
and December 25, 2004, our goodwill balance was $48.5 million and $35.3 million, respectively. Annually, and whenever an event or
circumstance indicates it is more likely than not our goodwill has been impaired, management assesses the carrying value of our
recorded goodwill. We perform our impairment assessment by comparing discounted cash flows from acquired businesses with the
carrying value of the underlying net assets inclusive of goodwill. In performing this analysis, management considers such factors as
current results, trends, future prospects and other economic factors. No event has been identified indicating an impairment in the value
of our goodwill.

Self-Insurance

We are self-insured for a significant portion of our workers’ compensation, group health (beginning in 2005), and general, auto,
and property liability insurance for up to $0.5 million of individual claims, depending on the category of loss. We also purchase
aggregate stop-loss and/or layers of loss insurance in many categories of loss. At December 27, 2005 and December 25, 2004, self-
insurance reserves were $8.9 million and $3.5 million, respectively. We utilize third party actuarial experts’ estimates of expected
losses based on statistical analyses of historical industry data as well as our own estimates based on our actual historical data to
determine required self-insurance reserves. These assumptions are closely reviewed, monitored, and adjusted when warranted by
changing circumstances. Actual experience related to number of claims and cost per claim could be more or less favorable than
estimated resulting in expense reduction or increase.

Lease Obligation

We recognize rent expense on a straight-line basis over the reasonably assured lease period. Certain of our 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. We include any rent escalations and construction and other rent holidays in our straight-line rent expense. In addition, we
record landlord allowances for normal tenant improvements as deferred rent, which is included in accrued expenses or deferred rent in
the consolidated balance sheets based on their short-term or long-term nature. These landlord allowances are amortized over the
reasonably assured lease term as a reduction of rent expense. Also, leasehold improvements are amortized using the straight-line
method over the shorter of their estimated useful lives or the related reasonably assured lease term. See Note 2 to the Consolidated
Financial Statements for further information on our accounting for leases.

Liquidity and Capital Resources

Cash and cash equivalents were $24.5 million at December 27, 2005 compared with $29.6 million at December 25, 2004. Our
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-operated bakery-cafes, for developing, remodeling and maintaining fresh
dough facilities, and for enhancements of information systems and other infrastructure capital investments. For the fiscal year ended
December 27, 2005, we met our requirements for capital with cash from operations.

We had working capital of $15.9 million at December 27, 2005 and $2.5 million at December 25, 2004. The increase in working
capital from December 25, 2004 to December 27, 2005 resulted primarily from an increase in current investments in government
securities of $34.2 million, an increase in trade and other receivables of $7.9 million, and a decrease in accounts payable of $1.4
million partially offset by an increase in accrued expenses of $32.7 million. The increase in accrued expenses of $32.7 million was
primarily due to the following: $7.6 million increase in payroll and incentive compensation accruals, $6.1 million increase in capital
expenditures accrual, $5.5 million increase in unredeemed gift card accrual, $5.3 million increase in insurance accruals, which was
mainly driven by the change in our medical insurance coverage from fully insured prior to 2005 to self-insured in 2005, and $6.2
million increase in other accruals, which were mainly driven by our growth and the timing of payments at year end. We have
experienced no liquidity difficulties and have historically been able to finance our operations through internally generated cash flow.
The components of our cash flow were as follows (in thousands):

For the Fiscal Year Ended
December 27, December 25, December 27,

Cash provided by (used in): 2005 2004 2003
OPEratiNg ACHVILIES ......vevevevieieteeieietetetet ettt ettt ettt ettt et es st s se s sesesnesesens $ 110,628 $ 84284 $§ 73,102
TOVESHINE ACHVIEIES 1 e e e eeeeeeeeeeseeeeeeeeseeeeeeeeeseseeeseeeseessesseeseesessssesesssese $ (129,640) $ (102,291) S (66,856)
FINAnCING ACHVILIES .....c.eveviviiireeiietetiietetit ettt ettt es ettt s s bt s s sese s sessesenns $ 13,824 $ 5,244 $ 6232

26



Operating Activities

Funds provided by operating activities for the fiscal year ended December 27, 2005, December 25, 2004, and December 27, 2003
were $110.6 million, $84.3 million, and $73.1 million, respectively. Funds provided by operating activities for all three fiscal years
primarily resulted from net income, depreciation and amortization, tax benefit from exercise of stock options, deferred rent, and
accrued expenses, partially offset by increased trade and other accounts receivable.

Investing Activities

Total capital expenditures for the fiscal year ended December 27, 2005 were $82.1 million and were primarily related to the
opening of 66 Company-owned bakery-cafes in 2005, costs incurred on Company-owned bakery-cafes to be opened in the first and
second quarter of 2006, and the maintaining or remodeling of existing bakery-cafes and fresh dough facilities. Additionally, we
acquired 21 operating cafes and two cafes under construction from a franchisee for $28.0 million. See Note 3 to the Consolidated
Financial Statements for further information on this transaction. Total capital expenditures were $80.4 million for the fiscal year ended
December 25, 2004 and were primarily related to the opening of 54 Company-owned bakery-cafes in 2004, costs incurred on
Company-owned bakery-cafes to be opened in the first and second quarter of 2005, and the maintaining or remodeling of existing
bakery-cafes and fresh dough facilities. Additionally, in 2004, we acquired one operating bakery-cafe from a franchisee for $0.2
million and acquired the membership interest of the former minority interest owner for $4.9 million plus the transfer of two operating
bakery-cafes and one bakery-cafe under construction. Total capital expenditures were $45.8 million for the fiscal year ended
December 27, 2003 and were primarily related to the opening of 29 Company-owned bakery-cafes in 2003, costs incurred on
Company-owned bakery-cafes to be opened in the first and second quarter of 2004, the opening of three fresh dough facilities, and the
maintaining or remodeling of existing bakery-cafes and fresh dough facilities. Additionally, in 2003, we acquired 15 operating bakery-
cafes, two closed bakery-cafes, and two bakery-cafes under construction from franchisees for $21.0 million.

As of December 27, 2005 and December 25, 2004, we had investments of $46.3 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 December 27, 2005, all investments were classified as held-
to-maturity as we have 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 December 27, 2005.

Financing Activities

On December 19, 2003, we 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 our leverage ratio and type of loan (resulting
in interest rates of approximately 5.0% to 5.8% at December 27, 2005). The revolver contains restrictions relating to future
indebtedness, liens, investments, distributions, mergers, acquisition, or sale of assets and certain leasing transactions. The revolver
also requires the maintenance of certain financial ratios and covenants. As of December 27, 2005, we were in compliance with all debt
covenants. At December 27, 2005, we had $9.8 million available under the revolver with $0.2 million utilized by an outstanding letter
of credit. We have not borrowed under our revolver in any of the last three fiscal years.

Financing activities provided $13.8 million, $5.2 million, and $6.2 million for the fiscal years ended December 27, 2005,
December 25, 2004, and December 27, 2003, respectively. The financing activities in the fiscal year ended December 27, 2005
included $12.6 million from the exercise of stock options and $1.2 million from the issuance of common stock under employee benefit
plans. The financing activities for the fiscal year ended December 25, 2004 primarily included $3.6 million from the exercise of stock
options and $1.1 million from the issuance of common stock under employee benefit plans. The financing activities for the fiscal year
ended December 27, 2003 primarily included $4.2 million from the exercise of stock options and $1.2 million from capital
investments by our former minority interest owner.
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Quarterly Calendar Change

As previously reported, we adopted a new quarterly calendar beginning fiscal 2006 whereby each of our quarters will include 13
weeks (4 week, 5 week, and 4 week period progressions in each quarter), rather than our previous quarterly calendar which had 16
weeks in the first quarter and 12 weeks in the second, third and fourth quarters (4 week period progressions in each quarter). Our fiscal
week will continue to end on Tuesday, with fiscal 2006 ending on December 26, 2006. Our pro forma consolidated statements of
operations for each of the quarters of fiscal 2005 conformed to the 2006 quarterly presentation is as follows:

Panera Bread Company
Pro Forma Consolidated Statements of Operations

For the Thirteen Weeks Ended

March 29, June 28, September 27, December 27,
2005 2005 2005 2005
(in thousands, except per share amounts)
Revenues:

BaKery-Cafe SAIES .......c.ceveviuiieiceiieieeceet ettt $ 110,559 $ 117,836 $ 123,965 § 147,062
Franchise royalties and fees ...........cceeouerieiieiieiiet e 12,448 13,214 13,426 15,221
Fresh dough sales to franchiSees...........ccevverierierieneiieceseeeeeee e 21.130 20,858 20,681 23.875
TOtAl TEVEIUE. ....ceeetiieieeieieee ettt 144,137 151,908 158,072 186,158

Costs and expenses:
Bakery-cafe expenses:

Cost of food and paper ProductS...........cceevverierierieriieieeie e 29,478 34,925 36,914 41,358
57100 GO TR PRSP 34,038 36,250 37,945 43,291
OCCUPANCY ....viireereierereeesteesteesteeseeseessesssessaessaesseesseesseesseesseessesssesssesssessees 8,626 8,751 9,390 10,622
Other OPerating CXPENSES .......cvervrerreerrrerrereereraeseesseesseessessesseesseesseessenns 15,509 17,209 17,588 19,697
Total bakery-cafe XPenses .......cecvereerieerieeiieeie et eee e 87,651 97,135 101,837 114,968
Fresh dough cost of sales to franchiSees .........ccevvevierieniieciieieeieeieeeeenn 19,004 17,817 17,585 20,630
Depreciation and amortiZation ............ccceeeeereeriereeieeee e 7,313 7,868 8,662 9,168
General and adminisStrative €XPenSeS........c.eeveereerreerieererieeeeeseeseeseeeneeeneens 10,304 11,795 11,083 13,119
Pre-0pening EXPENSES. ....c.ceruieiieiieieeitesieesieerte ettt eee st e ettt e eneas 577 552 799 1,313
Total COStS aNd EXPENSES ....eevveerrieerierieirieitieieeteereeee e e steereeereereesreereens 124,849 135,167 139,966 159,198
OPErating Profit .....cooeiiiiiiiiiieeeeee e 19,288 16,741 18,106 26,960
INEETESt EXPEIISE vttt ettt ettt ettt st st e et eaee i 10 17 9 14
Other eXpense (INCOME), NEL.......c.eccurererieriierreeieeeesreseesreesseeseeeesseesseesseens 31 (131) (451) (582)
Income before INCOME LAXES ....ccuvveviieeeeieeeieieeeeee e 19,247 16,855 18,548 27,528
TNCOMIE LAXES ..eiiiiiieeeiiiee ettt et e e e e e ra e e e s ar e e e eseveeeeaes 7.025 6.152 6.770 10,048
NEL IIICOIMIE ...ttt ettt eve e e e eteeeteeereeveeaseereeereas $ 12,222 § 10,703 $§ 11,778 $§ 17,480

Per share data:
Basic earnings per common share:

NEE INCOMIC ..ttt senan $ 040 $ 0.35 $ 038 §$ 0.56
Diluted earnings per common share:
NEE IICOIMC .ttt ettt ettt ettt enenes $ 039 $ 0.34 $ 037 $ 0.55
Weighted average shares of common and common equivalent shares
outstanding
BASIC .ttt e e 30,583 30,836 30,990 31,098
DIIULE. ... ettt e 31,366 31,653 31,697 31,873
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The following table sets forth the percentage relationship to total revenues, except where otherwise indicated, of certain items
included in our pro forma consolidated statements of operations for the period indicated. Percentages may not add due to rounding:

Panera Bread Company
Pro Forma Consolidated Statements of Operations

Margin Analysis
For the Thirteen Weeks Ended
March 29, June 28, September 27, December 27,
2005 2005 2005 2005
Revenues:
BaKery-cafe Sales .........coveiiiiiinininietceeeee e 76.7%  77.6% 78.4% 79.0%
Franchise royalties and fees ...........ccueriiiririiieiieeeee e 8.6 8.7 8.5 8.2
Fresh dough sales to franchiSees..........cocveierieieiiniiceieeee e 14.7 13.7 13.1 12.8
TOLAl TEVEIUE. ....cueeeieeeteeeeetee ettt ettt sttt ee e nes 100.0% 100.0% 100.0% 100.0%
Costs and expenses:
Bakery-cafe expenses(1):
Cost of food and paper ProduCtS..........ccevverieriiicieiieriee e 26.7%  29.6% 29.8% 28.1%
LaDOT e e 30.8 30.8 30.6 29.4
O CCUPANICY ...uvteiniieeiieeiie ettt ettt ettt ettt e bt e e bt e e bteesateesbteenaaeessteesabeenseeenaneens 7.8 7.4 7.6 7.2
Other OPErating CXPENSES ......everrrerreererrrerirerrereesseesseessesresseesseessesssesssessesseesses 14.0 14.6 14.2 13.4
Total bakery-cafe XPenSes .......ceveereerierieriei et 79.3 82.4 82.1 78.2
Fresh dough cost of sales to franchiSees(2) .......c.oceveereenienieiireieeiesie e 89.9 85.4 85.0 86.4
Depreciation and amortiZation .............oceeruierieeienienieneee e 5.1 5.2 5.5 4.9
General and adminiStrative EXPENSES.......eoveeueeveeieeientierteeneeeeeeeeeeseeseeenaeeneeens 7.1 7.8 7.0 7.0
Pre-0pening EXPENSES. ..c..eeuieuiiriiirtiertieieeie ettt ettt ettt et s 0.4 0.4 0.5 0.7
Total COStS aNd EXPEINSES ....eevveeerieereirierieeieeteeete et et ebeetre e e e eteebeesbeeesesenesreesnas 86.6 89.0 88.5 85.5
OPETating PrOFIt .o..eeieiiiieiiei et et 13.4 11.0 11.5 14.5
INEEIESt EXPEIISE ...eeiiiiiiiiiiiiie ettt ettt ettt e e et e s e s — — — —
Other (INCOME) EXPENSE, NEL ....vievvierreerierreerieererterteseesseesseeseeeseesseesseessesssesseesseenses — (0.1) (0.3) (0.3)
Income Defore INCOME tAXES .....ceververieriiriieiieieiet ettt 13.4 11.1 11.7 14.8
INCOME TAXES ..ottt ettt e e 4.9 4.0 4.3 5.4
NEE INCOIMC ...ttt ettt sttt ettt et ae st be e ebe et e naeseeenes 8.5% 7.0% 7.5% 9.4%

(1) As a percentage of Company-owned bakery-cafe sales.

(2) As a percentage of fresh dough sales to franchisees.
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Contractual Obligations and Other Commitments

We currently anticipate total capital expenditures for fiscal year 2006 of approximately $120 million to $130 million principally
for the opening of 70 to 75 new Company-owned bakery-cafes, the costs incurred related to early 2007 openings, the remodeling of
existing bakery-cafes, the opening of 3 new fresh dough facilities, and the remodeling and expansion of existing fresh dough facilities.
We expect future bakery-cafes will require, on average, an investment per bakery-cafe (excluding pre-opening expenses which are
expensed as incurred) of approximately $0.9 million, which is net of landlord allowances. We expect 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 our revolver.

In addition to our capital expenditure requirements, we have certain other contractual and committed cash obligations. Our
contractual cash obligations consist of noncancelable operating leases for our bakery-cafes, fresh dough facilities and trucks, and
administrative offices. Lease terms for our trucks are generally for five to seven years. Lease terms for our bakery-cafes, fresh dough
facilities, and administrative offices are generally for ten years with renewal options at most locations and generally require us 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 our 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. See Note 2 to the Consolidated Financial Statements for further information on our accounting for leases. We expect cash
expenditures under these lease obligations to be as follows:

Payments Due by Period as of December 27, 2005 (in thousands)
Total In 2006 2007-2008 2009-2010 After 2010

Operating Leases(1)......ccovveeveerieinirieieeiee et $§ 507,251 $ 40953 $ 81,349 $ 79635 $ 305314

(1) See Note 9 to the Consolidated Financial Statements for further information.

Off-Balance Sheet Arrangement — We are the prime tenant for operating leases of 14 franchisee locations and a guarantor for
operating leases of 32 locations of the former Au Bon Pain Division, or our franchisees. These leases have terms expiring on various
dates from January 2006 to December 2018 and have a potential amount of future rental payments of approximately $32.2 million.
The obligation from these leases will continue to decrease over time as these operating leases expire. As the guarantees were initiated
prior to December 31, 2002, we have not recorded a liability for these 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, we have not had to make any payments related to the leases. Au Bon Pain or the respective franchisees continue to have primary
liability for these operating leases. Potential future commitments consist of:

Potential Commitments as of December 27, 2005 (in thousands)
Total In 2006 2007-2008 2009-2010 After 2010

Subleases and Lease Guarantees(1).........ccoooveveveeeeeeeeneenennne. $ 32,199 $ 6,946 $ 10,140 $ 5,939 $ 9,174

(1) Represents aggregate minimum requirement — see Note 9 to the Consolidated Financial Statements for further information.

At December 27, 2005, we had two swap agreements, which fixed the price of our projected butter purchases in 2006. These
agreements require us to purchase 6.8 million pounds of butter at $1.488 per pound. See Note 2 to the Consolidated Financial
Statements for further information on our derivatives.

In November 2002, we signed an agreement with Dawn Food Products, Inc. (“Dawn”) to provide sweet goods for the period 2003-
2007. The agreement with Dawn is structured as a cost plus agreement.

Beginning in fiscal 2003, we executed Confidential and Proprietary Information and Non-Competition Agreements (Agreements)
with certain employees. These Agreements contain a provision whereby employees would be due a certain number of weeks of their
salary if their employment was terminated by us as specified in the Agreement. In accordance with SFAS 5, we have not recorded a
liability for these amounts potentially due employees. Rather, we will record a liability for these amounts when an amount becomes
due to an employee. As of December 27, 2005, the total amount potentially owed employees under these Agreements was
approximately $7.6 million.
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Our capital requirements, including development costs related to the opening or acquisition of additional bakery-cafes and fresh
dough facilities and maintenance and remodel 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 and the exercise of
employee stock options, supplemented, where necessary, by borrowings on our revolver, will be sufficient to fund our capital
requirements for the foreseeable future.

Impact of Inflation

In the past, we have been able to recover inflationary cost and commodity price increases, including, among other things, fuel,
butter, tuna, and cream cheese costs, through increased menu prices. There have been, and there may be in the future, delays in
implementing such menu price increases, and competitive pressures may limit our ability to recover such cost increases in their
entirety. Historically, the effects of inflation on our net income have not been materially adverse.

A majority of our employees are paid hourly rates related to federal and state minimum wage laws. Although we have and will
continue to attempt to pass along any increased labor costs through food price increases, there can be no assurance that all such
increased labor costs can be reflected in our prices or that increased prices will be absorbed by consumers without diminishing to
some degree consumer spending at the bakery-cafes. However, we have not experienced to date a significant reduction in bakery-cafe
profit margins as a result of changes in such laws, and management does not anticipate any related future significant reductions in
gross profit margins.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards
(SFAS) No. 123R, “Share-Based Payment” (“SFAS 123R”), a revision of SFAS No. 123, “Accounting for Stock-Based
Compensation.” SFAS 123R will require us to, among other things, measure employee stock-based compensation awards where
applicable using a fair value method and record related expense in our consolidated financial statements. The provisions of SFAS
123R are effective for public companies for annual periods beginning after June 15, 2005. We anticipate we will adopt SFAS 123R
effective December 28, 2005 using the modified prospective transition approach and estimate adoption of the expensing requirements
will reduce our diluted earnings per share by $0.13 in 2006.

In December 2004, the FASB issued FASB 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 109-17).
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 did not
have a significant impact on our financial statements.

On October 6, 2005, the FASB issued FASB Staff Position No. FAS 13-1, “Accounting for Rental Costs Incurred During a
Construction Period” (“FSP 13-1”). FSP 13-1 is effective for the first reporting period beginning after December 15, 2005. FSP 13-1
states that rental costs associated with operating leases must be recognized as rental expense allocated on a straight-line basis over the
lease term, which includes the construction period. This accounting is consistent with our current practice.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We manage our commodity market risk in several ways. As of December 27, 2005, we had two swap agreements which fixed the
price of our projected butter purchases in 2006. All derivative instruments are entered into for other than trading purposes. See Note 2
to the Consolidated Financial Statements for further information on these derivatives. In addition, we purchase certain commodities,
such as flour and coffee, for use in our business. These commodities are sometimes purchased under agreements of one to three year
time frames usually at a fixed price. As a result, we are subject to market risk that current market prices may be above or below our
contractual price.

Our unsecured revolver bears an interest rate using LIBOR as the basis, and therefore is subject to additional interest expense

should there be an increase in LIBOR interest rates. We have not borrowed under the revolver in the last three years. As of December
27,2005, we had no foreign operations, and accordingly, no foreign exchange rate fluctuation risk at that time.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The following consolidated financial statements are included in response to this item:
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Cash Flows
Consolidated Statements of Stockholders’ Equity
Notes to the Consolidated Financial Statements
Schedule II — Valuation and Qualifying Accounts

All other schedules are omitted because they are not applicable or the required information is shown in the financial statements or
notes thereto.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Panera Bread Company:

We have completed integrated audits of Panera Bread Company’s 2005 and 2004 consolidated financial statements and of its
internal control over financial reporting as of December 27, 2005, and an audit of its December 27, 2003 consolidated financial
statements in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based
on our audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects, the
financial position of Panera Bread Company and its subsidiaries at December 27, 2005 and December 25, 2004, and the results of their
operations and their cash flows for each of the three years in the period ended December 27, 2005 in conformity with accounting
principles generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the
accompanying index presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and financial statement schedule based on our
audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit of financial statements includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in “Management’s Report on Internal Control Over Financial Reporting”
appearing under Item 9A, that the Company maintained effective internal control over financial reporting as of December 27, 2005
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO), is fairly stated, in all material respects, based on those criteria. Furthermore, in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 27, 2005 based on
criteria established in Internal Control — Integrated Framework issued by the COSO. The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express opinions on management’s assessment and on the effectiveness of the Company’s
internal control over financial reporting based on our audit. We conducted our audit of internal control over financial reporting in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. An audit of internal control over financial reporting includes obtaining an understanding of internal
control over financial reporting, evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we consider necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial reporting includes those policies and procedures that (i)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

/s/ PRICEWATERHOUSECOOPERS LLP
PricewaterhouseCoopers LLP

St. Louis, Missouri
March 9, 2006
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PANERA BREAD COMPANY

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

December 27, December 25,

2005 2004
ASSETS :
Current assets:
Cash and cash EQUIVAICIILS ..........c.eiieriieriieieeieeeeeet ettt et e st e teenteenseensessaesseenseensesnsennnes $ 24,451 $ 29,639
Investments in GOVEINMENT SECUITEIES .....eeverererieriietierteetesteesseeteesteesressaesseesessesssesseesseeseensesssesseessesnsenns 36,200 2,022
Trade aCCOUNTS TECEIVADLE ........oeiiuiieieeiie e et e e et e e e e e e et e e e eeateeeeenaeeeeeaneeean 18,229 11,714
Other aCCOUNLES TECEIVADIE ........eeiieiiiiieie e et e e e e e e eae e e eeaaeeeeenneeean 6,929 5,542
TS 1170 6 () O TRRR TR O R 7,358 5,398
PrEPaid EXPEISES -.c.eeeeietiettett ettt ettt h ettt ettt h e bttt ea e a et b e b e e bt et e e e te e atesatesheeeaeenaeeteen 5,736 1,658
Deferred INCOME tAXES ......oiieiuiie it eeete ettt eett e e ettt e e e et e e e e teeeeeaeeeeeeaaeeeeeateeeeeaeseeentseeeeesseeseensenaans 3.871 2.247
TOLAL CUITENE ASSEES ... uveiiiiieeiieeeeeee e ettt e e ettt e e et e e e e e teeeeeaeeeseaaeeesaateeeesaaeeesasaseessaseessssseesanreeesasaeeesannees 102,774 58,220
Property and ©QUIPMENT, N ..........ccvieiieiiiieieeeeieetestestesteesteeaeesrestaesseesseesseesseessesssessaesseesseessesssesssenssens 268,809 201,725
Other assets:
Investments in ZOVEIMMENT SCCUTTEICS ....veeuvirierierieerieeteeteettesseeseeseessesseesseeseesesssesseesseesseessesssssseesseessenns 10,108 26,393
GOOAWIIL ...ttt e e e e b e e e te e e b e e ebeeeabeeeaseeeateeeasaeeaseeensaeeateeesaeeaseeensaeesseessseensrens 48,540 35,327
Other INtANGIDIE ASSELS ....eeivieiieiieieeieetieteete et ete sttt et et e et e stestee et esteesseessesssesseesseensesnsesnsessnesssensaensenns 3,219 159
DEPOSILS ANA OLNET.....c.eiiiiiiieiieii ettt ettt et e st et e esteesbeesaesseessaenseensesssessnesseensaenseens 4217 2,848
TOtAl OTNET ASSELS .....ee ittt e e e ettt e e e et e e e e e e et e e e eeaaeeeeeaeeeeeenteeeeeenneeeeenneas 66,084 64,727
TOLAL @SSEES ....vveveeieee ettt ettt ettt ettt et e e e e et e e e te e ts et e eseeeaeeeseeteenteenseesseeteeeteeteeneeeneeeneeeneeereenreenaean $ 437,667 $ 324,672
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
ACCOUNTS PAYADIE ........ovvvecectieceeee ettt ettt ettt s et et ea e s e st et ettt et eanan e s s asanne § 4422 § 5840
ACCTURH XPEIISES. .. .eeveentientienteeuteeiteetteattesteeste e et e et eueeeueesteenteen bt emteesteeseesaeesb e e bt embeeateeaeeebeenteenteemteensesnnesnees 81,559 48,905
DETCITEA TEVEIUE......eivviiviieeiie ettt ettt ettt e e e et e e et e e e taeeetaeeetaeeetaeesaseeesseestseeesseensseeeseeestseeeaneees 884 960
Total CUITENT HADIIITIES ....ooovvviiiiiieee et e e e e s et e e e eaae e e eenteeesennneeeennnes 86,865 55,705
DETEITEA INCOME tAXES ..oeeivviiiieiieeeceteee ettt e e e e e et e e et eeeeaeeeeeaaeeeeeaaeeesenaseesenaaeeesnneeeesnnnreeesnneees 5,022 5,647
DIETEITEA TENE......veviiiieeii e et e e et e et e e e et e e eenae e e e eaaeeseaaaeeesenaaeeeenaaeeessnaeeesanneeesannees 23,935 20,181
Other 1ong-term HADIIITIES ... ..oveiiereieiieii ettt ettt et te et e s sae st eeseenseenaesnsesneesseenseenseens 4.867 1,776
TOtAl THADIIITIES . .....vveeeeeeeee et e et e e e e e e et e e e et e e e eaaeeeeenneeeeeaneeeenneeeeenteeeeensneeeeennnes 120,689 83,309

Commitments and contingencies (Note 9)
Stockholders’ equity:
Common stock, $.0001 par value:
Class A, 75,000,000 shares authorized; 29,957,297 issued and 29,848,297 outstanding in 2005; and
29,130,097 issued and 29,021,097 outstanding in 2004 .............coeiiiiiiiieieieese e 3 3
Class B, 10,000,000 shares authorized; 1,400,621 issued and outstanding in 2005 and 1,451,647 in
2004 ... e e e e et et e—e e et e et et e eteeattee—eeeteeenteeeetaeeteeateeereean — —
Treasury StOCK, CAITICA At COSt.....iivuiiiiriiriirtieitieteste st et ettt e eae et e steebeesbeesseesbessaesseesseessesssesseesseesseenseens (900) (900)

Additional paid-in CAPILAL.........ccvviriieriiiii ettt steesbe b e et e eateete e be e b e enseenbeeaaeeneas 158,984 130,970
RELAINEA CAITHINES. ... .c.vvevieiieiieiieetteeteeete et et et e eae st este e teesseesbeeseesseasseesseessaessasssesssesseesseassesssesssesssenseansenns 163,473 111,290
Unearned deferred COMPENSAtION. .........ccueicierieriieit et et etestesteeieetesaeseesseesteessesssesssesseeseesseensesssessaensens (4.582) —
Total StOCKNOIAETS™ EQUILY ...cuvieeieeeieiieiieie ettt ettt et et et e et eseeessaeseesseensesnnessaesseesseenseenseens 316,978 241,363
Total liabilities and stoCKhOIAErs” ©QUILY .......ccueveverierieriieie ettt neeens $ 437,667 $ 324,672

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share information)

For the Fiscal Years Ended
December 27, December 25, December 27,

2005 2004 2003
Revenues:
BaKery-Cafe SAlES ......ocveuiiuiieeiitiiceictie ettt ettt $ 499,422 $ 362,121 $ 265,933
Franchise royalties and fEes ..........cceviiiieiiiiiie e 54,309 44,449 36,245
Fresh dough sales to franChiSEes.........oecuveiirieiieiiee et 86.544 72,569 61,524
TOtAL TEVEIIUC ...ttt e e et e e et eeeeaae e e e eaeeeeeaneeeeesneeeennns 640,275 479,139 363,702
Costs and expenses:
Bakery-cafe expenses:
Cost of f00d and paper ProdUCES.........coeirieriiiiiie e 142,675 101,832 73,885
LLaDOT ettt ettt et 151,524 110,790 81,152
O CCUPANICY .....vveeuiieeiteeiteeeite e sttt esiteestteestteessteessteasaseessseesaseessseessseesaseesssaesssessnseesnseesnsessnses 37,389 26,730 18,981
Other OPETAtiNG CXPENSES .. .veivvereierrierreereereeteeeesseesseesseeseessesssesseesseesseessesssesssesssesseessees 70,003 51,044 36,804
Total bakery-cafe EXPENSES ......cverirrieriieeieiienterte ettt ete et e et teeeaessaesseeseeseennas 401,591 290,396 210,822
Fresh dough cost of sales to franchiSees .........eccvevierierieniieiiceceeee e 75,036 65,627 54,967
Depreciation and amOTtiZation ...........c.eeverierieerierieseeseeree et eteeteeseeesteeseesessaesseesseenseennes 33,011 25,298 18,304
General and adminiStrative EXPENSES.......ecveereereerreerreerieerereestesseesseeseesesseesseessesssesssesnns 46,301 33,338 28,140
Pre-0PeNINgG EXPEINSES. ..c..eeitiiiieii et eieetieste ettt et et et e et e et e et et e et e ss e te e teenteenteeneeeneas 3.241 2.642 1,531
Total COSES AN EXPEIISES ...eeveeeieiieieeiieeiiertee st et et eee et e st e et enteeneeeneeeseesseesseeseenseeneas 559,180 417,301 313.764
(0515 18 11Tl o) () i L AU 81,095 61,838 49,938
TNEETESE EXPEIISE ...ttt ettt ettt ettt s bt e bt ettt et st e st e nbe et e et e enteebeenbeenbeas 50 18 48
Other (INCOME) EXPENSE, NEL .....eeuuieuiireiietiertiertiete et ete st eestee st e et eteeaeesteesaeeteebeeneeeseesaeenseas (1,133) 1,065 1,592
Income before income taxes and cumulative effect of accounting change...........c.c........... 82,178 60,755 48,298
TNCOMIC TAXES ..eoeeiteiieeiterieet ettt bttt ettt e bt e bttt et sanenbees 29,995 22,175 17,629
Income before cumulative effect of accounting change ...........ccccevveevieneeniiecieeieeieeeeenn 52,183 38,580 30,669
Cumulative effect to December 28, 2002 of accounting change, net of tax benefit............ — — (239)
INEE IMCOIME ...ttt ettt st b ettt ettt b e et be st ebe et ensenee $§ 52,183 § 38580 § 30.430
Per share data:
Basic earnings per common share:
Before cumulative effect of accounting change............coocoevvieiieiieiienieneeeeee $ 1.69 $ 128 $ 1.03
Cumulative effect of accounting change.............cccoevevieiieiieiieeceee e — — (0.01)
NEE ITICOIMIE c.uveveviieeietieteet ettt ettt ettt et etesbessetesbesseseesesseseesesseseesessesessessesesassesssessens $ .69 $ 1.28 $ 1.02
Diluted earnings per common share:
Before cumulative effect of accounting change.............cccooveveivieieieinieieeieieeeeeen $ 165  § 125  $ 1.01
Cumulative effect of accounting change.............cccoooeiieiiiiiiniiniiiee e — — (0.01)
INEE ITICOMIE ..ttt ettt ettt sttt e ettt e st e st ete b e st et e s eseebeneesessensesessensesens $ 1.65 $ 1.25 § 1.00
Weighted average shares of common and common equivalent shares outstanding
BaSIC ettt ettt ettt b e sh e eb et et e e ntes 30,871 30,154 29,733
DIHIUEEA. ..ttt sttt ettt sttt 31,651 30,768 30,423

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the Fiscal Years Ended

December 27, December 25, December 27,
2005 2004 2003
Cash flows from operations:
INEE INCOIMIE ...ttt ettt sttt et et ae bt bbbt oo et e st e nbesbeebeene § 52,183 § 38,580 $ 30,430
Adjustments to reconcile net income to net cash provided by operating activities:
Cumulative effect of accounting change, net of taX .........ccccoveerieiieiinienereeeeee, — — 239
Depreciation and amOTrtiZation .............ceoeeruerieriereerieeie et 33,011 25,298 18,304
Tax benefit from exercise of StOCK OPLIONS .......ceeveiriiriiiriieieieeee e 9,307 4,336 6,847
Deferred INCOME tAXES ...vvvviiiiiiiieiiiiieee ettt e e e ettt e e e e e e eeaaareeeeeesenaaaaeeeeas (2,249) 5,993 8,810
(0311 OO SRSEUSPRRT 803 472 513
Changes in operating assets and liabilities, excluding the effect of acquisitions:
Trade and other accounts 1eceivable.........ccveiiiieciiiiciieeie et (7,902) (4,850) (2,808)
IIVENEOTICS. .. vevvetieieeie ettt ettt et e et e et e s te e te e beesbeesaeeseeseeesseesseesseesseessesssesseeseennas (1,686) (1,055) (900)
Prepaid EXPENSES ..c.vviiieeiieieiieiterte et ettt e eteesteeteebe et e stae e esbeebeeraesreesreebeenbeesbeessenraens (4,078) (358) 538
ACCOUNLS PAYADIC .....eovviiiieiiieiiieiieeie ettt ettt st ste et e e b e esbeetaestaesbeesbeenseeneas (1,418) (2,232) 2,085
ACCIUCH CXPEIISES.....uvieuveeiierireriierieeteeteeteettesseeseessesssessaesseesseesseassesssesssenseessenssesssesssenses 26,511 10,628 5,618
Deferred TEVENUE.......ccvieiieieeieeietee ettt ettt et e teesseesseenseessessaessaenseennes (76) (208) 497)
| D 1SS S 0= e 4 oL PR 3,754 7,680 3,751
Other long-term Habilities ........coccoiririiieiiiniiireeceeee e 2,468 — —
(015 T<) SO — — 172
Net cash provided by operating aCtivities .........c.eecueeeerieriererierie e eee e 110,628 84.284 73.102
Cash flows from investing activities:
Additions to property and eqUIPMENL..........ccerieiriierierieeieete ettt nes (82,056) (80,429) (45,761)
Acquisitions, net of cash acqUITed ..........cooieiiiiiiiiiee e (28,261) (5,224) (20,969)
Purchase of INVESIMENTS........ccccouiiiiieiieiecieiee ettt re b e e sbessaesaeesnas (20,025) (28,792) (4,000)
Investment Maturitics ProCEEAS . .......cvvieriiecierieiieie et ete ettt ettt e e e reesbeesbeesessnesseeeas 2,000 9,300 4,000
(Increase) decrease in deposits and Other...........cccveveerieiieiieiicieeee e (1,298) 2,854 (126)
Net cash used in INVEStING ACHVILICS ....eeuvereiereieiieieeiesiesteeieeeeseeseee st eaeseeseeeseeeeeens (129.640) (102,291) (66,856)
Cash flows from financing activities:
Exercise of employee StOCK OPLIONS. .....cc.eevieiieieeiieniieiieieeieeee sttt esae e eee e seeeseeneeens 12,632 3,569 4,211
Proceeds from issuance of COMMON STOCK ........coovviueiiiiiiiiiiiieiiiieeeeeeceeeeeee e 1,192 1,073 814
(0111, PSSRSO — 602 1,207
Net cash provided by financing aCtivities .........ceecueeeeriereerenie et 13,824 5,244 6,232
Net (decrease) increase in cash and cash equivalents ............cccooeeevievienieviicii e, (5,188) (12,763) 12,478
Cash and cash equivalents at beginning of period...........ccccoveririiieiiiene e 29.639 42.402 29.924
Cash and cash equivalents at end of Period ..........ccccccveiiiriiriiiciiciiceeeeeee e § 24451 § 29,639 $ 42402
Supplemental cash flow information:
Cash paid during the year for:
TNEETESE 1.vovveieieieieitetetet et ettt ettt b bbb bttt s st s bbb b et esssesesess s s s s esebeseseseees $ — 3 — S 22
TIICOMME TAXES ..ttt ettt et et eet e et e e et e et e ets e et e et e eaeestesntesreesreesneenneenns $ 23,161 $ 10,367 $ 783
Noncash investing activities:
Accrued property and equipment PUrChases .............ccooveeeriereieriereieiereseeeereeee e $ 15208 % 9,066 $ 7,19
Assets transferred to MiNOTity INTEIESt OWNET.......ccueeveeeieeieieieieiee et eeeeeeeeneens $ — 3 2,673 $ —

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands, except per share information)

For the Fiscal Years Ended

December 27, 2005 December 25, 2004 December 27, 2003
Shares Amount Shares Amount Shares Amount

Class A Common Stock, $.0001 Par Value:

Balance, beginning of year ...........cccccoevveeereveeerenennnn. 29,130  $ 3 28,297 $ 3 27,446 S 3

Exercise of employee stock options...........cccccveeveeneen. 657 405 694

Issuance of common StocK .........cceeeeeeriveereeeniveennnenne 27 33 27

Conversion of Class B to Class A.........ccceevveeeveennnen. 51 395 130

Issuance of restricted stock (net of forfeitures).......... 92 — —

Balance, end of year ..........ccooeeveerievinenieieeeeee, 29957 $ 3 29,130 $ 3 28297 $ 3
Class B Common Stock, $.0001 Par Value:

Balance, beginning of year ...........cccocevevenenencneenen. 1,452  $ — 1,847  $ — 1,977 % —

Conversion of Class B to Class A.....ccoovveeeveeeeeeeeenne (51) (395) (130)

Balance, end of year ...........cccevevieveeeicieieecee e, 1,401 $ — 1,452 $ — 1,847 $ —
Treasury Stock, at cost:

Balance, beginning of year ...........ccccceoevveeerevrenrenennne. 109 $ (900) 109 $ (900) 109 $ (900)

Balance, end of year ...........ccceeevirenencnicnicncnenene, 109 $ (900) 109 $ (900) 109 $ (900)
Additional Paid In Capital:

Balance, beginning of year ...........cccceveveirreeerennenenn, $ 130,970 $ 121,992 $ 110,120

Exercise of employee stock options.........ccccceceeeeeenee. 12,632 3,569 4211

Issuance of common Stock ...........ccceeeeeceeeeecineeeenne.. 1,192 1,073 814

Income tax benefit related to stock option plan ......... 9,307 4,336 6,847

Issuance of restricted stock (net of forfeitures).......... 4,883 — —

Balance, end of year ..........ccccooeiinineiieieeeee $ 158,984 $ 130,970 $ 121,992
Retained Earnings:

Balance, beginning of year ...........cccocoeveveeveeenenennn. $ 111,290 $ 72,710 $ 42,280

NEt INCOME ...ttt 52,183 38.580 30,430

Balance, end of year .........cccceevvevievienienieieieeens $ 163,473 $ 111,290 $ 72,710
Unearned Deferred Compensation:

Balance, beginning of year ............cccoovverevereiriinennn. $ — $ — $ —

Issuance of restricted stock (net of forfeitures).......... (4,883)

Amortization of restricted StocK........c.ccccvvevvrenreennnnn. 301

Balance, end of year .........ccceeveiiiiinienieeeeee $  (4,582) $ — $ —
Total Stockholders’ EQUity ......ccccceeeerieienieiiereee $ 316,978 $ 241,363 $ 193,805

The accompanying notes are an integral part of the consolidated financial statements.
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PANERA BREAD COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
1. Nature of Business

Panera Bread Company operates a retail bakery-cafe business and franchising business under the concept names Panera Bread®
and Saint Louis Bread Co.® As of December 27, 2005, the Company’s retail operations consist of 311 Company-owned bakery-cafes.
The Company specializes in meeting consumer dining needs by providing high quality food, including fresh baked goods, made-to-
order sandwiches on freshly baked breads, soups, salads, custom roasted coffees, and other cafe beverages, and targets suburban
dwellers and workers by offering a premium specialty bakery and cafe experience with a neighborhood emphasis. Bakery-cafes are
principally located in suburban, strip mall, and regional mall locations and currently operate in 36 states. Bakery-cafes use fresh dough
for their artisan and sourdough breads and bagels. As of December 27, 2005, our fresh dough operations, which supply fresh dough
items daily to both Company-owned and franchise-operated bakery-cafes, consisted of 16 Company-owned fresh dough facilities.

2. Summary of Significant Accounting Policies
Basis of Presentation and Principles of Consolidation

For the years ended December 27, 2005 and 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.

Certain reclassifications have been made to conform previously reported data to the current presentation.
Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity at the time of purchase of three months or less to be cash
equivalents.

Investments in Government Securities

Investments of $46.3 million and $28.4 million at December 27, 2005 and December 25, 2004, respectively, consist of United
States treasury notes and government agency securities. During 2005, $2.0 million of investments matured or were called by the issuer
and $20.0 million of investments were purchased by the Company. During 2004, $9.3 million of investments matured or were called
by the issuer and $28.8 million of investments were purchased by the Company. During fiscal years 2005, 2004, and 2003, the
Company recognized interest income on these investments of $1.3 million, $0.8 million and $0.2 million, respectively, each of which
is net of premium amortization of $0.1 million, and is classified in “Other (Income) Expense” in the Consolidated Statements of
Operations. 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 January 2006 to April 2007.

Management designates the appropriate classification of its investments at the time of purchase based upon its intended holding
period. At December 27, 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 December 27, 2005.
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Trade and Other Accounts Receivable

Trade accounts receivable consists primarily of amounts due to the Company from its 41 franchise groups for purchases of fresh
dough from the Company’s fresh dough facilities and royalties due to the Company from franchisee sales. The Company does not
require collateral and maintains reserves for potential uncollectible accounts based on historical losses and existing economic
conditions, when relevant. The allowance for doubtful accounts at December 27, 2005 and December 25, 2004 was $0.03 million.
Other accounts receivable consists primarily of tenant allowances due from landlords.

Inventories

Inventories, which consist of food products, paper goods and supplies, and promotional items, are valued at the lower of cost or
market, determined under the first-in, first-out method.

Property and Equipment
Property, equipment, and leaseholds are stated at cost. Depreciation is provided using the straight-line method over the estimated

useful lives of the assets. Leasehold improvements are amortized using the straight-line method over the shorter of their estimated
useful lives or the related reasonably assured lease term. The estimated useful lives used for financial statement purposes are:

Leasehold IMPIOVEIMENLS .......cc.eeciieiiietieitieieeieeteetestesteesteestesseeeseesseeseesseesseassasssessaesseessesssesseesssenseesseassenssaassesseessennsenssenses 15-20 years
MaChinery and CQUIPIMICIT ......c.eecvieiieieeieiieittesteetestestesteesteesseesseeseesseesseesseassasssesssesseesseesseassesssesseesseessesssenssessenssesssesssessees 5-10 years
FUINTEULE QN FIXEUTES ...eeviiiiiiiciicieettete ettt ettt e st e st este e bt e b e esbeetseesaesseesseessesssesseesseesaesseesseesseassanssensaessanssessnesseas 3-7 years
EXEOINAL STZNAGE. ... eeuveieieieieiieit et eete et te et e e eitestesstesseeseesseeaeeeseanseenseanseasseesseaseenseenseensesssesseesseenseanseesseessanseenseensennsennnenneas 6 years

Interest, to the extent it is incurred, is capitalized when incurred in connection with the construction of new locations or facilities.
The capitalized interest is recorded as part of the asset to which it relates and is amortized over the asset’s estimated useful life. No
interest was incurred for such purposes in 2005, 2004, or 2003.

Upon retirement or sale, the cost of assets disposed of and their related accumulated depreciation are removed from the accounts.
Any resulting gain or loss is credited or charged to operations. Maintenance and repairs are charged to expense when incurred, while
betterments are capitalized.

Goodwill

Goodwill consists of the excess of the purchase price over the fair value of net assets acquired from the acquisitions of the Saint
Louis Bread Company, franchise-operated bakery-cafes, a franchise-operated fresh dough facility, and the membership interest of a
former minority interest owner. In accordance with Statement of Financial Accounting Standards (SFAS) No. 141 (“SFAS 141”),
“Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets,” the Company did not amortize any of the
goodwill related to acquisitions subsequent to June 30, 2001 and stopped amortizing all goodwill effective December 30, 2001. SFAS
142 requires goodwill and indefinite-lived intangible assets recorded in the financial statements to be evaluated for impairment
annually or when events or circumstances occur indicating that goodwill might be impaired. When appropriate, the Company
performs its impairment assessment by comparing discounted cash flows from acquired businesses with the carrying value of the
underlying net assets inclusive of goodwill. The Company completed annual impairment tests as of the first day of the fourth quarter
of fiscal years 2005, 2004, and 2003, none of which identified any impairment.

Other Intangible Assets

On October 30, 2004, the Company’s wholly-owned subsidiary, Artisan Bread, LLC, became the owner of 100% of the
membership interest in Cap City Bread, LLC. The Company recorded the fair value of favorable lease agreements of $0.2 million
related to this acquisition as an intangible asset in its purchase price accounting. The Company is amortizing this intangible asset over
the remaining related lease terms which range from approximately 5 years to 10 years. See Note 3 to the Company’s Consolidated
Financial Statements for further information related to this acquisition.

39



On November 1, 2005, the Company acquired 21 operating bakery-cafes, two bakery-cafes under construction, and the arca
development rights for certain markets in the Indiana area from a franchisee. The Company recorded the fair value of favorable lease
agreements of $0.1 million and the fair value of re-acquired territory rights of $3 million related to this acquisition as intangible assets
in its purchase price accounting. The fair value of re-acquired territory rights was based on the present value of bakery-cafe cash flow
streams and was recorded in accordance with Emerging Issues Task Force 04-1, “Accounting for Preexisting Relationships between
the Parties to a Business Combination,” (EITF 04-1) which was effective for acquisitions in reporting periods beginning after October
13, 2004. The Company is amortizing the fair value of favorable lease agreements over the remaining related lease terms which range
from approximately 9 years to 17 years. The Company is amortizing the fair value of re-acquired territory rights over the average
remaining useful life of 20 years. See Note 3 to the Company’s Consolidated Financial Statements for further information related to
this acquisition.

The Company reviews intangible assets with finite lives for impairment when events or circumstances indicate these assets might
be impaired, but at least annually. The Company tests impairment using historical cash flows and other relevant facts and
circumstances as the primary basis for an estimate of future cash flows. As of December 27, 2005, no impairment of intangible assets
has been recognized. There can be no assurance that future intangible assets impairment tests will not result in a charge to earnings.

Amortization expense on these intangible assets as of December 27, 2005 and December 25, 2004 was (in thousands) $46 and $3,
respectively. There was no amortization expense related to intangible assets for the year ended December 27, 2003. Accumulated
amortization on these intangible assets at December 27, 2005 and December 25, 2004 was (in thousands) $49 and $3, respectively.
Future amortization expense on these intangible assets as of December 27, 2005 was as follows (in thousands): $177 in 2006, $178 in
2007, $181 in 2008, $176 in 2009, $172 in 2010, and $2,335 thereafter.

Impairment of Long-Lived Assets

The Company evaluates whether events and circumstances have occurred that indicate the remaining estimated useful life of long-
lived assets may warrant revision or that the remaining balance of an asset may not be recoverable. When appropriate, the Company
determines if there is an impairment by comparing anticipated undiscounted cash flows from the related long-lived assets of a bakery-
cafe or fresh dough facility with their respective carrying values. If impairment exists, the amount of an impairment is determined by
comparing anticipated discounted cash flows from the related long-lived assets of a bakery-cafe or a fresh dough facility with their
respective carrying values. In performing this analysis, management considers such factors as current results, trends, future prospects,
and other economic factors. No impairment of long-lived assets was determined for the years ended December 27, 2005, December
25, 2004, and December 27, 2003.

Self-Insurance Reserves

The Company is self-insured for a significant portion of its workers’ compensation, group health (beginning in 2005), and general,
auto, and property liability insurance with a deductible of as much as $500,000 of individual claims, depending on the type of claim.
Liabilities associated with the risks that are retained by the Company are estimated, in part, by considering historical claims
experience and trends of the Company and the industry and other actuarial assumptions. The estimated accruals for these liabilities
could be affected if development of costs on claims differ from these assumptions and historical trends. Based on information known
at December 27, 2005, the Company believes it has provided adequate reserves for its self-insurance exposure. As of December 27,
2005 and December 25, 2004, self-insurance reserves were $8.9 million and $3.5 million, respectively, and were included in accrued
expenses in the consolidated balance sheets.

Income Taxes

The provision for income taxes is determined in accordance with the provisions of SFAS No. 109, “Accounting for Income
Taxes.” Under this method, deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets
and liabilities are measured using enacted income tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. Any effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date.
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Capitalization of Certain Development Costs

The Company capitalizes certain internal costs associated with the development, design, and construction of new bakery-cafe
locations and fresh dough facilities. Capitalized costs of $7.0 million, $5.4 million, and $3.2 million for the fiscal years ended
December 27, 2005, December 25, 2004, and December 27, 2003, respectively, are recorded as part of the asset to which they relate
and are amortized over the asset’s useful life.

Revenue Recognition

The Company records revenue from bakery-cafe sales upon delivery of the related food and other products to the customer.
Revenue from fresh dough sales to franchisees is also recorded upon delivery.

The Company records a liability in the period in which a gift card is issued and proceeds are received. As gift cards are redeemed,
this liability is reduced and revenue is recognized as a sale.

Franchise fees are the result of the sale of area development rights and the sale of individual franchise locations to third parties.
The initial franchise fee is $35,000 per bakery-cafe to be developed under the Area Development Agreement (ADA). Of this fee,
$5,000 is paid at the time of the signing of the ADA and is recognized as revenue when it is received, as it is non-refundable and the
Company has to perform no other service to earn this fee. The remaining $30,000 is paid at the time an individual franchise agreement
is signed and is recognized as revenue upon the opening of the bakery-cafe. Franchise fees were $2.8 million, $3.2 million and $3.3
million for the years ended December 27, 2005, December 25, 2004, and December 27, 2003, respectively. Royalties are paid weekly
based on the percentage of sales specified in each ADA (from 4% to 5% of sales). Royalties are recognized as revenue when they are
earned. Royalties were $51.5 million, $41.2 million, and $32.9 million for the fiscal years ended December 27, 2005, December 25,
2004, and December 27, 2003, respectively.

Advertising Costs

Franchise-operated bakery-cafes contribute to the Company 0.4% of their sales to a national advertising fund and 0.4% of their
sales as a marketing administration fee and are required to spend 2.0% of their sales in their local markets on advertising. The
Company contributes similar amounts from Company-owned bakery-cafes towards the national advertising fund and marketing
administration. National advertising fund contributions can be increased up to a total of 2.6% of sales by the Company. The national
advertising fund and marketing administration contributions received from franchise-operated bakery-cafes are consolidated with
Company amounts in the Company’s financial statements. Liabilities for unexpended funds are included in accrued expenses in the
consolidated balance sheets. The Company’s contributions to the national advertising fund and marketing administration, as well as its
own media costs are recorded as part of other operating expenses in the Company’s consolidated statements of operations.

The Company’s policy is to record advertising costs as expense in the period in which the cost is incurred. The total amounts
recorded as advertising expense were $10.3 million, $7.7 million, and $5.8 million for the years ended December 27, 2005, December
25,2004, and December 27, 2003, respectively.

Pre-Opening Costs

All pre-opening costs directly associated with the opening of new bakery-cafe locations, which consists primarily of labor and
food costs incurred during in-store training and preparation for opening, but exclude manager training costs which are included in
other operating expenses, are expensed when incurred. Direct costs to open bakery-cafes amounted to $3.2 million, $2.6 million and
$1.5 million in 2005, 2004, and 2003, respectively.

Rent Expense

The Company recognizes rent expense on a straight-line basis over the reasonably assured lease term as defined in FAS 98,
“Accounting for Leases.” The lease term on most bakery-cafe leases is the initial non-cancelable lease term plus one renewal option
period, which generally equates to 15 years. The lease term on most fresh dough facility leases is the initial non-cancelable lease term
plus two to three renewal option periods, which generally ranges from 15 years to 20 years. In addition, 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. The Company includes any rent escalations and construction period and other rent holidays in its
determination of straight-line rent expense. Therefore, rent expense for new locations is charged to expense beginning with the start of
the construction period.
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The Company records landlord allowances related to non-structural building improvements as deferred rent, which is included in
accrued expenses or deferred rent in the consolidated balance sheets based on their short-term or long-term nature. This deferred rent
is amortized over the reasonably assured lease term as a reduction of rent expense.

Fiscal Year

In 2005, the Company changed its fiscal week to end on Tuesday rather than Saturday, with our fiscal year ending on the last
Tuesday in December. As a result, the Company’s 2005 fiscal year ended on December 27, 2005 and consisted of fifty-two and a half
weeks rather than the fifty-three week year that would have resulted without the calendar change. The additional days in fiscal 2005
occurred in the first quarter, resulting in the first quarter being sixteen and a half weeks. The additional three days in the first quarter
of 2005 did not have a material impact on the Company’s financial statements. In fiscal 2006, the Company adopted a new quarterly
calendar whereby each of its quarters will include 13 weeks (4 week, 5 week, and 4 week period progressions in each quarter). The
Company’s fiscal week will continue to end on Tuesday, with fiscal 2006 ending on December 26, 2006. The Company’s fiscal year
ended on the last Saturday in December for 2004 and prior fiscal years and consisted of 13 four-week periods, with the first, second,
and third quarters ending 16 weeks, 28 weeks, and 40 weeks, respectively, into the fiscal year.

Earnings Per Share Data

Earnings per share is based on the weighted average number of shares outstanding during the period after consideration of the
dilutive effect, if any, for common stock equivalents, including stock options, restricted stock, and other stock-based compensation.
Earnings per common share are computed in accordance with SFAS No. 128 “Earnings Per Share,” which requires companies to
present basic earnings per share and diluted earnings per share. Basic earnings per share are computed by dividing net income by the
weighted average number of shares of common stock outstanding during the year. Diluted earnings per common share are computed
by dividing net income by the weighted average number of shares of common stock outstanding and dilutive securities outstanding
during the year.

Fair Value of Financial Instruments

The carrying amount of the Company’s accounts receivable and accounts payable approximate their fair values due to the short-
term maturity of these instruments. In addition, 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 December 27, 2005.

Derivative Financial Instruments

The Company enters into swap agreements to manage fluctuating butter prices. Swap agreements designated at inception as a
hedge are accounted for under the deferral method, with gains and losses from hedging activity included in the cost of sales as those
inventories are sold or as the anticipated hedge transaction occurs. Swap agreements not designated as effective hedges of firm
commitments or anticipated underlying transactions are marked to market at the end of the reporting period, with the resulting gains or
losses recognized in cost of sales. The Company does not invest in derivative financial instruments for trading purposes.

At December 27, 2005, the Company had two swap agreements, which fixed the price of its projected butter purchases in 2006.
These agreements require the Company to purchase 6.8 million pounds of butter at $1.488 per pound. However, these agreements are
not effective hedges. Therefore, the Company marked these agreements to market. At December 27, 2005, the fair value of these
agreements was a loss of $380,000, which was recorded in cost of sales.

Stock-Based Compensation

As of December 27, 2005, the Company had three stock-based compensation plans, which are described in Note 13 of the
Company’s Consolidated Financial Statements. Through fiscal 2005, the Company has accounted for those plans under the
recognition and measurement principles of Accounting Principles Board Opinion No. 25 (APB 25), “Accounting for Stock Issued to
Employees,” and related interpretations. See “Recently Issued Pronouncements” below for description of changes in stock-based
compensation for fiscal 2006. Compensation expense is recognized in net income for restricted stock grants and a portion of the
performance awards payable in the Company’s common stock. No compensation expense has been recognized in net income for stock
options as all option grants had an exercise price equal to the market value of the underlying common stock on the date of grant. The
following table illustrates the effect on net income and earnings per share as if the Company had applied the fair value recognition
provisions of SFAS 123, “Accounting for Stock-Based Compensation,” to all stock-based compensation plans, including stock options
outstanding (in thousands, except per share amounts):
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Fiscal Year Ended
December 27, December 25, December 27,

2005 2004 2003

Net inCOmME, aS TEPOTLEA .......oviviieieeieeietieeieet ettt ettt ettt et eae et et et e eteeteeteesseasenseesenas $ 52,183 $ 38,580 $ 30,430
Add:

Total stock-based compensation expense included in reported net income, net of tax...... 513 — —
Deduct:

Total stock-based compensation expense determined under the fair value-based

method for all awards, NEt OF tAX.........ooivviiiiiiiie e 5.861 3.958 2,626

Pro forma Net INCOME........cuiiuiriiirieiciiet ettt ettt ettt $ 46,835 $ 34,622 $ 27.804

Net income per share:

Basic, @S TEPOTLEQ. ... ..cuvcviiiieieeitiietectie ettt ettt ettt b et et beseete b seetesbe e e $§  1.69 $§ 128 $  1.02
Basic, PO FOIMNA. .....c.oviveviiieetiteietceee ettt ettt ettt es et se s se e s eseannas $ 152 $ 115 $ 094
Diluted, @S TEPOTLEA ... .cueeiieeieieieeie ettt sttt ettt et st e besseeseeseeseensesesesnens $§ 1.65 $§ 125 $ 1.00
Diluted, Pro fOIMA.......cciiiieeieiieieieee ettt ettt besseeteeseeneeseensesenens $§ 152 $§ 115 $ 094

The weighted average fair value of the options granted during 2005, 2004, and 2003 was $21.19 per share, $13.49 per share, and
$15.81 per share, respectively, on the date of grant using the Black-Scholes option-pricing model with the following assumptions:
expected dividend yield of 0%, expected volatility of 36% in 2005 and 2004 and 41% in 2003, risk-free interest rate of 4.04% in 2005,
3.42% in 2004, and 3.53% in 2003, and an expected life of 5 years in 2005 and 2004 and 6 years in 2003.

Adoption of SFAS 143

Effective December 29, 2002, the Company adopted the provisions of SFAS No. 143, “Accounting for Asset Retirement
Obligations.” SFAS 143 addresses financial accounting and reporting for obligations associated with the retirement of tangible long-
lived assets and the associated asset retirement costs. This Statement requires the Company to record an estimate for costs of
retirement obligations that may be incurred at the end of lease terms of existing bakery-cafes or other facilities.

Beginning December 29, 2002, the Company recognizes the future cost to comply with lease obligations at the end of a lease as it
relates to tangible long-lived assets in accordance with the provisions of SFAS 143. A liability for the fair value of an asset retirement
obligation along with a corresponding increase to the carrying value of the related long-lived asset is recorded at the time a lease
agreement is executed. The Company amortizes the amount added to property and equipment and recognizes accretion expense in
connection with the discounted liability over the life of the respective lease. The estimated liability is based on experience in closing
bakery-cafes and the related external cost associated with these activities. Revisions to the liability could occur due to changes in
estimated retirement costs or changes in lease term.

Upon adoption of SFAS 143, the Company recorded a discounted liability of approximately $0.8 million, increased net property
and equipment by approximately $0.4 million, and recognized a one-time cumulative effect charge of approximately $0.2 million (net
of deferred tax benefit of approximately $0.1 million). The liability as of December 27, 2005 and December 25, 2004 was $2.0 million
and $1.4 million, respectively, and is included in other long-term liabilities in the Consolidated Balance Sheets.

Recently Issued 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. The Company anticipates it will adopt SFAS 123R effective December 28, 2005 using the modified prospective
transition approach and estimates adoption of the expensing requirements will reduce the Company’s diluted earnings per share by
$0.13 in 2006.

In December 2004, the FASB issued FASB 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 109-17).
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 did not
have a significant impact on the Company’s financial statements.
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On October 6, 2005, the FASB issued FASB Staff Position No. FAS 13-1, “Accounting for Rental Costs Incurred During a
Construction Period” (“FSP 13-17). FSP 13-1 is effective for the first reporting period beginning after December 15, 2005. FSP 13-1
states that rental costs associated with operating leases must be recognized as rental expense allocated on a straight-line basis over the
lease term, which includes the construction period. This accounting is consistent with the Company’s current practice.

3. Acquisitions

On November 1, 2005, the Company purchased from a franchisee substantially all of the assets of twenty-one bakery-cafes, two
bakery-cafes under construction, and the area development rights for certain markets in Indiana for a purchase price of approximately
$28.0 million in cash plus the assumption of certain liabilities including those associated with bakery-cafe construction. The
acquisition price was paid with cash on hand. The Consolidated Statements of Operations include the results of operations from the
operating bakery-cafes from the date of the acquisition. The pro forma impact of the acquisition on prior periods is not presented as
the impact is not material to reported results. The Company allocated the purchase price to the assets acquired and liabilities assumed
in the acquisition at their estimated fair values with the remainder allocated to tax deductible goodwill as follows: $0.3 million to
inventories, $11.6 million to fixed assets, $3.1 million to intangible assets, which represents the fair value of re-acquired territory
rights, which was in accordance with EITF 04-1 effective for acquisitions in reporting periods beginning after October 13, 2004, and
favorable lease agreements, and $13.0 million to goodwill.

On October 30, 2004, the Company’s wholly-owned subsidiary, Artisan Bread, LLC (“Artisan”), became the owner of 100% of
the membership interests in Cap City Bread, LLC (“LLC”). Prior to the completion of this transaction, Artisan had owned
approximately 78.5% of the membership interests in LLC and the remaining membership interests had been owned by Capitol Dough,
Inc. (“Capitol Dough”), a Missouri corporation owned by Richard Postle, the Company’s former president (“Postle”), as a minority
interest owner. As part of the transaction, LLC redeemed certain of the membership interests held by Capitol Dough in exchange for
the transfer to Capitol Dough of LLC’s interest in 3 bakery-cafes at cost, one of which was under construction at the acquisition date
(“redemption transaction”). In addition to the redemption transaction, Artisan acquired the remaining membership interests held by
Capitol Dough in exchange for a cash purchase price of approximately $5.2 million (including acquisition costs), which approximates
fair value. Of this purchase price, approximately $4.3 million was paid in cash at the acquisition date and the remaining purchase price
was paid, with interest, in 2005. At the time of the acquisition, LLC operated 36 bakery-cafes in the northern Virginia and central
Pennsylvania markets. The results of operations of these bakery-cafes have been included in the Company’s Consolidated Financial
Statements since the date of formation of LLC. Following the completion of the transaction, Artisan became the sole owner of LLC,
which then owned 34 operating bakery-cafes in the northern Virginia and central Pennsylvania markets. The 3 remaining bakery-cafes
transferred to Postle, one of which was under construction at the acquisition date, are owned and operated by Postle and/or his
affiliates as a franchisee. The pro forma impact of the acquisition on prior periods is not presented as the impact is not material to
reported results. The Company allocated the purchase price to the membership interest and related intangibles acquired in the
acquisition at their estimated fair values with any remainder allocated to tax deductible goodwill as follows: $2.0 million to eliminate
the minority interest balance, $0.3 million to fixed assets, $0.2 million to intangible assets, which represents the fair value of favorable
lease agreements, and $2.7 million to goodwill.

On November 2, 2003, the Company purchased from a franchisee substantially all of the assets of twelve bakery-cafes, two of
which were under construction, as well as the area development rights for the Toledo, Ohio and Ann Arbor, Michigan markets for a
net purchase price of approximately $14.2 million (includes $0.1 million paid in fiscal 2004). The acquisition price was paid with cash
on hand. The Consolidated Statements of Operations include the results of operations from the operating bakery-cafes from the date of
the acquisition. The pro forma impact of the acquisition on prior periods is not presented as the impact is not material to reported
results. The Company allocated the purchase price to the assets acquired and liabilities assumed in the acquisition at their estimated
fair values with the remainder allocated to tax deductible goodwill as follows: $0.3 million to inventories, $5.6 million to fixed assets,
$1.4 million to liabilities, and $9.7 million to goodwill.

On February 1, 2003, the Company purchased from a franchisee substantially all of the assets of one operating bakery-cafe, the
furniture, fixtures, and equipment of two closed locations, and the area development rights for the Dallas market for a cash purchase
price of $1.3 million with a commitment to purchase the furniture, fixtures, and equipment of an additional bakery-cafe for
approximately $0.2 million. The acquisition price was paid with cash on hand. The Consolidated Statements of Operations include the
results of operations of the one operating bakery-cafe from the date of acquisition. The pro forma impact of the acquisition on prior
periods is not presented as the impact is not material to reported results. The Company allocated the purchase price to the assets
acquired in the acquisition at their estimated fair values with the remainder allocated to tax deductible goodwill as follows: $0.9
million to fixed assets and $0.4 million to goodwill. In October 2004, the Company completed the purchase of the remaining bakery-
cafe for a cash purchase price of approximately $0.2 million.
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On January 9, 2003, the Company purchased from a franchisee substantially all of the assets of four operating bakery-cafes as well
as the area development rights for the Louisville and Lexington, Kentucky markets for a purchase price of $5.5 million. Of the
purchase price, $5.0 million was paid in cash at the acquisition date and $0.5 million was paid, with interest, in cash six months from
the acquisition date. The acquisition price was paid with cash on hand. The Consolidated Statements of Operations include the results
of operations of the four operating bakery-cafes from the date of acquisition. The pro forma impact of the acquisition on prior periods
is not presented as the impact is not material to reported results. The Company allocated the purchase price to the assets acquired in
the acquisition at their estimated fair values with the remainder allocated to tax deductible goodwill as follows: $1.7 million to fixed
assets, $0.1 million to inventories, and $3.7 million to goodwill.

4. Inventories

Inventories consist of the following (in thousands):

December 27, December 25,

2005 2004
Food:
Fresh dough facilities:
RAW INALETIALS ..eiviieeiieie ettt ettt ettt a e e e e et e eateeaeeeas e e s eateessesaseesseseensesasesasesasesnsenseans $ 1,941 $ 1,733
FINISHEd ZOOMS ...ttt ettt ettt e b et e bt et e e te et e eneesneeeneenteens 331 362
Bakery-cafes:

RAW MALETIALS .....oeeiiiieieeee e e e e e e e e e e e e e e e et e e e e aaeeeeereeeeeenneeean 3,989 2,520
PAPET ZOOMS. ... ettt ettt s h e bbbt h e bt e bt et e ettt eat e eaeeeheenbeenaeens 881 595
Retail METCRAINAISE . ......eeeuiitiieiiitirieietee ettt ettt ettt sttt a bbbt st e saenea 216 188

§ 7,358 § 5,398

5. Property and Equipment
Major classes of property and equipment consist of the following (in thousands):

December 27, December 25,

2005 2004
Leasehold IMPIOVEIMENLS .......cc.iiiiieiieieetieteete ettt ettt ettt et e et e st e et en e es s e eseesseesseeseeneeeneesneesseenneenseans $ 174,043 $ 131,059
Land and 1and iMPrOVEIMENLS. .........c.icviiieirierteeteeeeieesteesteesteereesreessesteesseesseesseesseessesseesseesseessesseesseessessseens 712 712
Machinery and SQUIPIMENL ........ceuiiirierieeteite ettt eiet et et ete et ete et e st e sesteabesaeebeeseeneeneenseseaseeseaseeseeseeneansensenas 120,099 90,034
FUINITUIE QN TIXTULES ..t e et e e e e e e et e et e e e e eesaaaeseeeseeessaaaaeeeeeessennnaeeeees 28,897 21,514
SIGNAZE ...veevveeeieeiieittere ettt et e et e stt e bt esbeetbeetaesteesseesseasseasseasseaseasseesseesseesseess e seesseenbeenaeeRteaseeteenteenseenseenrenneas 7,708 5,282
SINAIIWATES ...ttt e e e et e e et e e s eaeeeeesaaeeeeesseeesasaeeesanseeesesaeesensseessennneessnnaeeesasreeeenns 6,657 4,536
CONSIIUCTION TN PIOZIESS ..vvevvreuvierrieereeteesseesseesseesesssesseesseesseesesssesseesseessesssesssesssesssessesssesssesssesssesssessesssesssenns 48,988 36.464

387,104 289,601
Less: accumulated depreCiation ..........cueeverierierieeie e etesee st et eettestee e ebessbessaesseesseeseensesseesseenseensenns 118,295 87.876
Property and €QUIPIMENT, TEL .........ccverierieriiriiitieiieieietesteste et ete et estessessessesseeseeseeseessessessessessessessenssessessessenses $ 268,809 $ 201,725

The Company recorded depreciation expense related to these assets of $33.0 million, $25.3 million, and $18.3 million in 2005,
2004, and 2003, respectively.

6. Goodwill

The changes in the carrying amount of goodwill at December 27, 2005 and December 25, 2004 are as follows (in thousands):

Company Bakery- Fresh Dough

Cafe Operations Operations Total
Balance December 27, 2003 .....ooueeeeeeeeeeeeeeeeee e ee e et eee et ee et e e e eere e e nnen $ 32,015 $ 728 $ 32,743
Dallas ACQUISTEION........cviieiiitieieeteeteet ettt ete et e e e teebeesaeeraeesaeseesseesseesseessesseesseesns 23 23
Toledo/MichiZan ACQUISTEION .....c.eeueruiriieieiieieeeie ettt ettt s eee st ese et et e e seeneas 116 116
Minority interest OWNEer aCqUISTEION ......eeuuerueertieriiiiiee ettt 2.445 2.445
Balance December 25, 2004 ........oooooeeeiieeeee e 34,599 728 35,327
Minority interest OWNEr ACQUISTEION .....vvevverveiierieerieeieeteeeesteesseeseesseessesseessaesseessesssessnenees 224 226
INAIANA ACQUISTEION ... .ecvviieiiieieiieie ettt ettt e eae st e st ebeesaeesbeesaeeseesseesseessesssessnesseenses 12,989 12,987
Balance December 27, 2005 .......ooviiiiiiiee ettt ettt $ 47812 $ 728 $ 48,540

Goodwill accumulated amortization was $7.9 million at December 27, 2005 and December 25, 2004.
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7. Accrued Expenses

Accrued expenses consist of the following (in thousands):

December 27, December 25,

2005 2004
Compensation and related eMPIOYMENt tAXES.......ccviriirierierieeiiereeieeeesteeteeresaeseesreesseesaesssesseesseesseesseens $ 20,104 $ 12,540
Capital EXPENAILUIES .....eeieieiieiieieeieeie ettt et et et e e st e sse et eenseesseenseessessaesseenseensesnsesnnesssenseenseans 15,208 9,066
Unredeemed Ift CATAS .......oeouieriieiieiecie ettt e st e b e e beesbe s e e satesseenseenseenseenseensennsesnnes 13,576 8,044
TOSUTANCE ...ttt e e e e ettt e e e e e e et aa e e e e e e e e e etaraeae e e e e e ttraaaeeeeeeennarraaens 8,948 3,642
JTeTe) 40 S D RO R 3,338 3,606
ACCIUCA AAVEITISIIIZ ..o nteeeeetietiete ettt ettt ettt et et e et e bt e e e teeaeesseesseesse e st eneeenteeseenseenseenseenseenseeneeanees 3,102 270
REME ..ottt ettt ettt et et e et e e bt e e teeete e ebeeteeateeteeetteete e be e beeabeetbeeteeateeteenreeateeabeerresaeeereens 2,351 3,443
ACCTUCH ULIIITIES ..veveeee ittt e et e e e e et e e e e e e eesaaaaaeeeeseeessaaeseeeseeesansaaaeeeseessennnareneees 1,832 1,011
Taxes, Other than INCOIME tAX .......cooevuuiriiiiiieiiieeiee e e ee e e e e e e ee e e e e e e eeseaaareeeseeeseaaareeeeeessennraeeeees 1,338 1,680
ONET ..ottt ettt ettt e v e e b e e abeebaesteesbe e beeabeeaaeeaeeete e be e beeabeesbeerbeeta e teebeenseenteeabeereeereereans 11,762 5,603

$ 81,559 $ 48,905

8. Line of Credit

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 (resulting in interest rates of approximately 5.0% to 5.8% at December 27, 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 December 27, 2005, the
Company was in compliance with all financial ratios and covenants. At December 27, 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 in
any of the last three fiscal years.

9. Commitments and Contingent Liabilities

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 certain 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.

Aggregate minimum requirements under non-cancelable operating leases, excluding contingent liabilities, as of December 27,
2005, were as follows (in thousands):

D006 ..ot — e et — et e e e —ee et ee e —teetee e —te e tee e —te et eeetteeteeeateeateeette e teeeateeeteeeaatestaeeaeeeanes $ 40,953
2007 et et e e et te et ee e —ee et ee e —te e teeetee e tee e —teeteeeetteeteeeateeateeeateetteeateeatreeaateeteeeaaeenes 40,992
2008 et e e et ee e —te et —e e —ee e —ee e —te i tee e —eeetee e —te et eeeaateeateeeateeateeeateeataeeteeseteeeaateeteeeeaaeeees 40,357
2009 e e e —te et te e —te e —te e —te e tte e —te e —ee e —teette e tteetaeeteeeatteetteetaeaateeetreeaateeteeeaeeentes 40,032
D000 ettt e e e —t e —te e —te e tte e —te e tte e —te e tteette e tteeateetteette e taeateeetreeaateetaeenaeeantes 39,603
B T3 (ST i <) RO RRRRRURRRN 305.314

$ 507,251

Rental expense under operating leases was approximately $33.0 million, $24.7 million, and $21.0 million in 2005, 2004, and 2003,
respectively, which included contingent (i.e. percentage rent) payments of $0.8 million, $0.6 million, and $0.6 million, respectively.
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The Company is the prime tenant for operating leases of 14 franchisee locations and a guarantor for operating leases of 32
locations of the former Au Bon Pain Division, or its franchisees. These leases have terms expiring on various dates from January 2006
to December 2018 and have a potential amount of future rental payments of approximately $32.2 million. The obligation from these
leases will continue to decrease over time as these operating leases expire. As the guarantees were initiated prior to December 31,
2002, the Company has not recorded a liability for these 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. Au Bon Pain or the respective franchisees continue to have primary liability for these
operating leases. Future commitments as of December 27, 2005 under these leases were as follows (in thousands):

D006 ...t e e —e e e e e teee—eeeteeeteeeeateeeueeee—eea—eeeteeateeeteeaaeeeteeeaeeeateseeeeetesaeeeaaeeeas $ 6,946
2007 et —e e e e —e e e e eeeeeetee e e teeeueeee—eee e eeteeeeeeeteeaaeeeteeaaeeeteseaeeetesaeeeaaeeea 5,492
2008 ettt ettt e— et e e e —eeatt e e —eeatteeateeatteeateeaateeate e e tte it ee i tt e et e eat e e e teeaa e e et e earaeeeateeaaaeennaeans 4,648
2009 ettt e ettt e ee—t e e —e ettt ea—eeatte e it eeaateea—e e e tte i —eeartt e e —teatte e te e it e eeate e et e e et e earaeenaaeans 3,560
2000 ettt ettt et e e e—e ettt e e teaatteeaateeaateeate e et ee i —ee e teeatteaa e e e ae e et e eeate e et e e et e earaeenaaeaas 2,379
[ T3 (T2 ) SRR 9.174

$ 32,199

In November 2002, the Company signed an agreement with Dawn Food Products, Inc. (“Dawn”) to provide sweet goods for the
period 2003-2007. The agreement with Dawn is structured as a cost plus agreement. For the years ended December 27, 2005,
December 25, 2004, and December 27, 2003, the Company paid $15.8 million, $17.2 million, and $9.7 million, respectively, under
this agreement.

Beginning in fiscal 2003, the Company executed Confidential and Proprietary Information and Non-Competition Agreements
(Agreements) with certain employees. These Agreements contain a provision whereby employees would be due a certain number of
weeks of their salary if their employment was terminated by the Company as specified in the Agreement. In accordance with SFAS 5,
the Company has not recorded a liability for these amounts potentially due employees. Rather, the Company will record a liability for
these amounts when an amount becomes due to an employee. As of December 27, 2005, the total amount potentially owed employees
under these Agreements was approximately $7.6 million.

The Company is subject to legal proceedings and claims which arise in the normal course of business. In the opinion of
management, the ultimate liabilities with respect to these actions will not have a material adverse effect on the Company’s financial
position, results of operations, or cash flow.

10. Income Taxes

The provision for income taxes attributable to income before income taxes and cumulative effect of accounting change in the
consolidated statements of operations is comprised of the following (in thousands):

December 27, December 25, December 27,

2005 2004 2003
Current:
FACTAL ... e ettt ettt e e $ 30,638 $ 15,634 $ 1421
AL ..ttt ettt et et e et et e et e et eeaeeaas 1,616 647 550
32.254 16,281 1.971
Deferred:
FACTAL ... e ettt ettt et sttt e et e (2,166) 5,802 15,383
AL, ...ttt ettt et ettt e et e e et e et e e et e e et e e st e e saeeeaas (93) 92 412
(2,259) 5.894 15,795
TAX PrOVISION......uviiiiitiieeeeeie e eeeee e ettt e e et e e e e e e et e e eeateeeeeaaeeeeeaseeeeenteeeeenneeeeenseeeeereeeennns 29,995 22,175 17,766
Tax benefit on cumulative €fTECT ........c.ovviiviiiiieiiieieee ettt — (137)

§ 29,995 $ 22,175 $ 17,629

A reconciliation of the statutory federal income tax rate to the effective tax rate as a percentage of income before income taxes and
cumulative effect of accounting change attributable to income before cumulative effect of accounting change follows:

2005 2004 2003
STAtULOTY TALE PIOVISION....cuuiiuiiieieetieitieteeteetestesteesseesseesseeseesseesseesseesseessasssesssesseesseessesssesssesssenseessenssenssesssessees 35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit and Other ..........cccoovvviiiiiiiiiiiie e 1.5 1.5 1.5

36.5% 36.5% 36.5%
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The tax effects of the significant temporary differences which comprise the deferred tax assets and liabilities are as follows (in
thousands):

2005 2004
Deferred tax assets:
ACCIUEA EXPEIISES. ... .vevieeeeietiteeeeteeteetete et eaeete et eteete et eseete et eseete s eseete st essese st essese s essebesseseebessesessessessetensessetessenens $ 13,681 $ 5,094
Share-based COMPENSATION ..........eviiriieiieiieieiierte et et et e etee e esteeseeaesaessaesseesseesseessesseesseesseessenssesssesseesseenses 368 —
Charitable contribution CarryfOrWard ...........c.occuieierieiieriieieee ettt ettt et beeeaeesae s e esseeseesseesseeseens — 1,316
ONCT .ot ettt te e et e e e ta e e te e e etae e bee e taeebee e baeebeeetaeebeeebaeatbeeebeeebeeebeeatreeeareenans 9 11
TOtal AEEITEA tAX ASSELS.....eiieureieieeeeee et eeeee e ettt e e e e e e e e eeae e e e et e e e eaaeeeeeaaeeeeenreeeseaseeeeennreeeenneeeennreeeeennns 14,058 6,421
ValUation AlIOWANCE .......ccveiiiiieiieiieceieecie ettt e et e eeteeeeteeeeteeeeteeestbeeseeebaeeseeenbaeenseseabesansesesseenseeensaeaseeans — (550)
Total deferred tax assets, net of valuation alloWanCe...............ccocueeiiiiuiiiiiiiic e $ 14,058 § 5,871
Deferred tax liabilities:
Property, plant, and €QUIPIMENT ...........c.cvivieviuieieiereeiietceceetetee ettt ettt sese et s et se et et ess s sessssesesssseseans $ (9,658) § (4,908)
GOOAWILL ..ot e et e e e e e e e e et e e e e e e e e e e eeeeeeeeeee e et eeeasreesaeneeeesaseaeesanane (5.551) (4.363)
TOtal dEferTed tAX THADIIITIES ...ttt e e e e e e e et e e e e eeeee e eeeeeesaesaeeeeeseeaesrnneeeeeenas $ (15,209) $ (9,271)
Net deferred tax HADIIILY ........ceieieiee ettt sttt et et e st e besee et e eneeseeneeneeteseeebeeee $ (1,151) $ (3,400)
Net CUITENt AETEITEA TAX @SSEL ...vevvievieriereeeeectte ettt eeteeee et e et eeteeereereeeeeteeete e teeseenseereeeseesssenseenseeaeeeaeeereeseenns $ 3871 § 27247
Net non-current deferred tax HaDIIILY .........ccccievieiiriiiiiiticiiceeeec ettt vttt be s $ 5022 § 5,647

A valuation allowance was provided in prior years to reduce the deferred tax assets to a level which, more likely than not, would
be realized. The valuation allowance at December 25, 2004 was attributable to $3.6 million of charitable contribution carryforwards
which the Company might not be able to utilize prior to their expiration in years 2005 to 2008. However, these charitable contribution
carryforwards were fully utilized during 2005.

11. Deposits and Other

The Company established a company-owned life insurance (“COLI”) program covering a substantial portion of its employees to
help manage long-term employee benefit cost and to obtain tax deductions on interest payments on insurance policy loans. However,
due to tax law changes, the Company froze this program in 1998. It appears based on actuarial estimates that the program will end in
2013.

At December 27, 2005 and December 25, 2004, the cash surrender values of $5.3 million and $7.4 million, respectively, the
mortality income receivables of $2.3 million and $1.0 million, respectively, and the insurance policy loans of $5.3 million and $7.4
million, respectively, related to the COLI program were netted and included in other assets in the Company’s consolidated balance
sheets. Mortality income receivable represents the dividend or death benefits the Company is due from its insurance carrier at the
respective dates. The insurance policy loans are collateralized by the cash values of the underlying life insurance policies and require
interest payments at a rate of 8.3% for the year ended December 27, 2005. Interest accrued on insurance policy loans is netted with
other COLI related income statement transactions in other income (expense) in the consolidated statements of operations, which netted
($0.2) million, ($0.1) million, and $0.1 million in 2005, 2004, and 2003, respectively, the components of which are as follows (in
thousands):

2005 2004 2003
CaASN VAIUE 1OSS ...vevivieeiiiieeietetete ettt ettt ettt et ettt et eseetesbesaetesseseetesbessetessessesesseseesessesseseas $ (2,049) $ (2,103) $ (1,635)
MOTEALILY ITICOME. ... eeeieniieiieeiteeiieete et et et e et te st e st et e esaeeateeseeseesseenseessesssessaesseenseensesnsesseenseenseensenn 2,332 2,561 2,318
INEETESE EXPEIISE ...vveereeieiieieeeteeiteette it et et e et e s eeste e seenaeenteesee s eenseenseessessaessaenseansesnsesnsesseanseensennsens (479) (584) (626)
(EXPENSE)/INCOMIE ......oevvieeveeieieteteeeteteet ettt tses et etsse et essssesessssesesess et esess s essssssesess s etessesesessesesnasne $§ (96 § (d26) $§ 57

The cash value loss is the cumulative change in cash surrender value for the year and is adjusted quarterly. Mortality income is
recorded periodically as charges are deducted from cash value. These amounts are recovered by the Company through payment of
death benefits and mortality dividends received. Interest expense is recorded on the accrual basis.
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12. Stockholders’ Equity
Common Stock

The holders of Class A Common Stock are entitled to one vote for each share owned. The holders of Class B Common Stock are
entitled to three votes for each share owned. Each share of Class B Common Stock has the same dividend and liquidation rights as
each share of Class A Common Stock. Each share of Class B Common Stock is convertible, at the stockholder’s option, into Class A
Common Stock on a one-for-one basis. At December 27, 2005, the Company had reserved 4,908,102 shares of its Class A Common
Stock for issuance upon exercise of awards granted under the Company’s 1992 Equity Incentive Plan, Formula Stock Option Plan for
Independent Directors, and 2001 Employee, Director, and Consultant Stock Option Plan, and upon conversion of Class B Common
Stock.

Registration Rights

At December 27, 2005, over 90% of Class B Common Stock is owned by the Company’s Chairman and Chief Executive Officer
(“CEQ”). Certain holders of Class B Common Stock, including the Company’s CEO, pursuant to stock subscription agreements, can
require the Company under certain circumstances to register their shares under the Securities Exchange Act of 1933, or have included
in certain registrations all or part of such shares at the Company’s expense.

Preferred Stock

The Company is authorized to issue 2,000,000 shares of Class B Preferred Stock with a par value of $.0001. The voting,
redemption, dividend, liquidation rights, and other terms and conditions are determined by the Board of Directors upon approval of
issuance. There were no shares issued or outstanding in 2005 and 2004.

Treasury Stock

In the third quarter of 2000, the Company repurchased 109,000 shares of Class A Common Stock at an average cost of $8.25 per
share.

13. Stock-Based Compensation

The Company’s equity compensation plans consist of the 1992 Equity Incentive Plan, the Formula Stock Option Plan for
Independent Directors, and the 2001 Employee, Director, and Consultant Stock Option Plan.

Long-Term Incentive Program

In the third quarter of 2005, the Company adopted a Long-Term Incentive Program (LTIP) as a sub-plan under the Company’s
2001 Employee, Director, and Consultant Stock Option Plan (“2001 Plan”) and the Company’s 1992 Equity Incentive Plan (“1992
Plan”) under which certain directors, officers, employees, and consultants, subject to approval by the Company’s Compensation and
Stock Option Committee, may be selected as participants eligible to receive a percentage of their annual salary in future years, subject
to the terms of the 2001 Plan and the 1992 Plan. This percentage is based on the participant’s level in the Company. In addition, the
payment of this incentive can be made in several forms based on the participant’s level including performance awards (payable in cash
or common stock), restricted stock, choice awards of restricted stock or stock options, or deferred annual bonus match awards. For the
year ended December 27, 2005, compensation expense related to the LTIP was $1.6 million, which includes $0.3 million of restricted
stock amortization.

Performance awards under this LTIP are earned by participants based on achievement of performance goals established by the
Compensation and Stock Option Committee of the Company’s Board of Directors (Committee). The performance period relating to
the performance awards is a three fiscal year period. The performance goals, including each performance metric, weighting of each
metric, and award levels for each metric, for such awards are communicated to each participant and are based on various
predetermined earnings and operating metrics. The performance awards will be earned based on achievement of predetermined
earnings and operating performance metrics at the end of the three-fiscal-year performance period, assuming continued employment.
The performance awards range from 0% to 300% of the targeted percentage of the participants’ salary. The performance awards will
be payable 50% in cash and 50% in common stock unless the Committee otherwise determines. For the year ended December 27,
2005, compensation expense related to the performance awards was $1.0 million.

49



Stock options under this LTIP are granted with an exercise price equal to the quoted market value of the Company’s common
stock on the date of grant. In addition, stock options vest over five years and must be exercised within six years from date of grant.

Restricted stock of the Company under this LTIP are granted at no cost to participants. Plan participants are generally entitled to
cash dividends on restricted stock, although the Company does not currently pay a dividend, and has no current plans to do so, and
voting rights for their respective shares. For awards of restricted stock to date under the LTIP, restrictions limit the sale or transfer of
these shares during a five year period whereby the restrictions lapse on 25% of these shares after two years and thereafter 25% each
year for the next three years. Upon issuance of restricted stock under the LTIP, unearned compensation equivalent to the market value
at the date of grant is charged to stockholders’ equity and subsequently amortized to expense over the five year restriction period. For
the year ended December 27, 2005, the Company granted approximately 94,000 restricted shares, approximately 1,300 shares of
which have been forfeited, with a weighted average grant date fair value of $52.88 per share. As of December 27, 2005 the Company
had recorded $4.6 million in unearned deferred compensation related to restricted stock.

Under the deferred annual bonus match award portion of the LTIP, eligible participants receive an additional 50% of their annual
bonus which is paid three years after the date of the original bonus. For the year ended December 27, 2005, compensation expense
related to the deferred annual bonus match award was $0.3 million.

1992 Equity Incentive Plan

In May 1992, the Company adopted its Equity Incentive Plan (“Equity Plan”) to replace its Non-Qualified Incentive Stock Option
Plan. Under the Equity Plan, a total of 1,900,000 shares of Class A Common Stock were initially reserved for awards under the Equity
Plan. The Equity Plan was subsequently amended by the Board of Directors and the stockholders to increase the number of shares
available thereunder from 1,900,000 to 8,600,000. Awards under the Equity Plan can be in the form of stock options (both qualified
and non-qualified), stock appreciation rights, performance shares, restricted stock, or stock units.

Formula Stock Option Plan for Independent Directors

On January 27, 1994, the Company’s Board of Directors authorized the Formula Stock Option Plan for Independent Directors, as
defined in the related agreement. This plan authorized a total of 300,000 shares and was adopted by stockholders on May 25, 1994.
The plan authorized a one-time grant of an option to purchase 20,000 shares of the Company’s Class A Common Stock at its closing
price on January 26, 1994 for each independent director. Each independent director who is first elected as such after the effective date
of the Directors’ Plan shall receive, as of the date he or she is so elected, a one-time grant of an option to purchase 10,000 shares of
Class A Common Stock at a price per share equal to the closing price of the Class A Common Stock as reported by the
NASDAQ/National Market System for the trading day immediately preceding the date of the person’s election to the board.

Annually and prior to fiscal year 2005, all independent directors serving in such capacity as of the last day of each fiscal year
receive an option to purchase up to 10,000 shares of Class A Common Stock at the closing price for the day prior to the close of the
fiscal year. Each option granted to the independent directors is fully vested at the grant date, and is exercisable, either in whole or in
part, for 6 years following the grant date. There have been no grants under this plan since fiscal 2002, however, as of December 27,
2005 there were approximately 69,000 options outstanding under this plan. In fiscal 2006, the Board of Directors authorized a new
compensation plan for independent directors which, consistent with the Company’s LTIP, compensates directors at a fixed dollar
amount, with payment made through a combination of cash, stock options, and restricted stock.

2001 Employee, Director, and Consultant Stock Option Plan
At the annual meeting of stockholders on June 12, 2001, the Company’s 2001 Employee, Director, and Consultant Stock Option

Plan was approved. Under the Company’s 2001 Employee, Director, and Consultant Stock Option Plan, a total of 3,000,000 shares of
Class A Common Stock were authorized for issuance.
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Activity under all Stock Option Plans is summarized below:

Weighted
Average

Options Exercise Price
Outstanding at December 28, 2002..........ccceroieriierieieie et ete st et ete e see s e e st eaesneesseenseenseessesssesseesseesses 2,918,272 $ 15.10
(6221 11T S PSRPSRRTSTRP 1,173,181 35.61
EXETCISEA.....eutieeiie ettt e ettt e s e e et e e s bt eeabeesebeesaseessbeesaseesssaessseesseasssaesseessseessseeanseesaseeanseeanes (693,498) 6.07
CANCEIIEA. ... veeiii ettt et ettt e et e e bt e e etee e beeessee e taeebesentaeenseeensaeanseeenseessseeasseeansaesaseeanseennns (317.000) 18.67
Outstanding at December 27, 2003..........ooiiiiiiieiierie ettt ettt e sttt et et e st e sttt et neeereeeneeens 3,080,955 24.57
(€ 21 01 (=T« FOT PPN 701,500 36.18
EXOICISEA. ..ottt b et e ettt et b e s a et e bt st eh e eh e e b e e bt e nb e e bt e beeteeateens (404,804) 8.82
L0733 1e7) | T OO (332.849) 31.02
Outstanding at December 25, 2004 ...........couieiiiiiiieetieie ettt et ereetesaeseesseeseeaesssesseesseesseesseessesseesseesses 3,044,802 28.72
(€ 11 e<1« PR 339,593 55.55
25 (e 1T BRSO SE U SRUPRUPSRUTSRRPt (656,579) 19.24
(O T7<] (<o BRSSPSRt (158.409) 36.70
Outstanding at December 27, 2005........c.coiiriieiiieiieriieie et eteete et etesaesee e e st eaeseeesseesseanseensesssesseesseeses 2,569,407 $ 34.20

The following table summarizes information concerning outstanding and exercisable options at December 27, 2005:
Options Outstanding Options Exercisable

Weighted Average Weighted Weighted
Number Remaining Average Number Average

Range of Exercise Price OQOutstanding Contractual Life Exercise Price Exercisable Exercise Price
$3.19-10.06 i 181,099 2.67 § 411 181,099 $ 4.1
S11.41 22930 i 746,393 3.52 26.53 277,101 26.17
$33.22 -39.73 e 1,095,725 4.18 36.37 305,652 37.17
$43.15 - 66.40 ... 546,190 4.63 50.29 164,120 51.73
2,569,407 3.98 $ 34.20 927,972 $ 30.01

Generally, options vest over a five-year period and must be exercised within six to ten years from the date of the grant. Of the
options at December 27, 2005, December 25, 2004, and December 27, 2003, 927,972, 1,003,723 and 897,481, respectively, were

vested and exercisable with a weighted average exercise price of $30.01, $20.85, and $13.15, respectively.

Employee Stock Purchase Plan

The Company maintains an Employee Stock Purchase Plan (“ESPP””) which was authorized to issue 700,000 shares of Class A
Common Stock. The ESPP gives eligible employees the option to purchase Class A Common Stock (total purchases in a year may not
exceed 10% of an employee’s current year compensation) at 85% of the fair market value of the Class A Common Stock at the end of
each calendar quarter. There were 27,258 and 33,238 shares purchased with a weighted average fair value of purchase rights of $7.72
and $5.69 during the fiscal years ended December 27, 2005 and December 25, 2004, respectively. Cumulatively, there were

approximately 645,000 shares issued under this plan as of December 27, 2005.
14. Defined Contribution Benefit Plan

The Panera Bread Company Savings Plan (the “Plan”) was formed under Section 401(k) of the Code. The Plan covers

substantially all employees who meet certain service requirements. Participating employees may elect to defer on a pre-tax basis up to
15% of his or her salary, subject to the limitations imposed by the Code. The Plan provides for a matching contribution by the
Company equal to 50% of the first 3% of the participant’s eligible pay. All employee contributions vest immediately. Company
matching contributions vest beginning in the second year of employment at 25% per year, and are fully vested after 5 years. The

Company contributed $0.5 million, $0.3 million and $0.3 million to the Plan in 2005, 2004, and 2003, respectively.
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15. 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-operated bakery-cafes. The fresh dough is sold to both
Company-owned and franchise-operated 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-operated 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.

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

For the Fiscal Year Ended
December 27, December 25, December 27,

2005 2004 2003
Number of bakery-cafes:
Company-owned:
Beginning Of Period.......cvecviiiiiiiiieiieieet ettt st raens 226 173 132
Bakery-cafes OPened ........ccuevieiiieiiiieeieee e et 66 54 29
Bakery-cafes CloSEd.........uoiiiieiieiieiieiiee ettt ees 2) — 3)
Acquired from franchiSEe(1) ....oeovieiirierieriieieeie ettt 21 1 15
Transfer to franChiSEE(2) ......ccveevieiiiieeiiecie ettt sre et e e seeesae e e stbeeaaeeeaeenree s — _(2) —
ENd Of PEIIOQ ... ettt ettt ettt ene 311 226 173
Franchise operated:
Beginning Of Period. ........coouiiiiiiiiiiiee e 515 429 346
Bakery-cafes opened ...........ooiiiiiiiiii e 73 89 102
Bakery-cafes ClOSEA. .......oouiiiiiiieieeee e (1) 4) 4
SOLd t0 COMPANY(1) veevieriiieieiieiierieeie ettt e e saesee e e be e b e esaessaesseessaessesssenseas (21) (1) (15)
Transfer from ComPANY(2) .....cccvevierieriieiieieeeeet ettt ere e see e e sbeesseesbeeseesseesseesseens — _2 —
ENd Of PEIIOQ ... ittt e be b e srae e e saeenseenneens 566 515 429
System-wide:
Beginning Of Period.........cocviiieiieiiecieiet e ettt 741 602 478
Bakery-cafes OPened .........coevuieiieiiiieeieeieeee e 139 143 131
Bakery-cafes CloSed. ........ooiuiiiiiiiiiee e _3 _4) _(
ENd Of PEIIOQ ... ettt ettt sae e 877 741 602

(1) In November 2005, the Company acquired 21 operating bakery-cafes and the area development rights from a franchisee in certain
markets in the Indiana area. In October 2004, the Company acquired one operating bakery-cafe in the Dallas, Texas market from a
franchisee. During fiscal 2003, the Company acquired 15 operating bakery-cafes and the area development rights from franchisees
in the Louisville/ Lexington, Kentucky; Dallas, Texas; Toledo, Ohio; and Ann Arbor, Michigan markets.

(2) In October 2004, the Company transferred two operating bakery-cafes to a new franchisee in the acquisition of the minority
interest. See Note 3 of the Company’s Consolidated Financial Statements for further information.
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The accounting policies applicable to each segment are consistent with those described in Note 2, “Summary of Significant

Accounting Policies.” Segment information related to the Company’s three business segments follows (in thousands):

For the Fiscal Years Ended

December 27, December 25, December 27,
2005 2004 2003
Revenues:
Company baKery-cafe OPErations............c.ceeveeeiereieriiriieseereseeeresseseeress e eresseseesesseseeseans $ 499,422 $ 362,121 $ 265,933
FranchiSe OPETrations ...........ceecuerieriierieeiiesteste ettt et e et e te et e et e enaesssesseesseeseensesnnennns 54,309 44,449 36,245
Fresh dough Operations ...........ccecuiecieeieiieiie ettt s seae e e seeseenes 128,422 103,786 93,874
Intercompany sales elimiNAtioNS ..........cceecuerierieiieie et (41.878) (31,217) (32.350)
TOLAl REVEIIUES ......vceeeeeceeeeeeeeete ettt ettt e eteeseeae e e eneeeaeeseeaeereeseeneenneneas $ 640,275 $ 479,139 $ 363,702
Segment profit:
Company bakery-cafe OpPerations............cecueeverierieniiniei et $ 97,831 $ 71,725 § 55111
FranchisSe OPErations ..........ccoeoieiieriiriiee ittt ettt ettt b e s eae et e e e eennens 47,652 39,149 32,132
Fresh dough OPErations ..........ceieieiieiieieeese ettt ettt 11.508 6.942 6.557
Total SEZMENT PTOTIL ...eovviviiiiiictieiieeee ettt ettt ettt ettt et sb et besbeeveeteereeneens $ 156991 § 117,816 $ 93,800
Total SEZMENt PIOTIt.....cceeiiiiiieiicie ettt steesae b e esbeesseeseesseenseenseas $ 156,991 $ 117,816 $ 93,800
Depreciation and amOTtiZAtION ..........c.eceerrieriierieieereesteesteereeeesseesseesseeseessesseesseessesssessnes 33,011 25,298 18,304
Unallocated general and adminiStrative EXPenSeS........cuverveerueerrereerrereeereeesseesesresseesseennes 39,644 28,038 24,027
Pre-0PeNINg EXPEINSES. ...ccuveiieiieiieieeieeiestestterteeaeeaesreseeesseesseenseensesssesssesseesseenseensesnsennns 3,241 2,642 1,531
TNEETEST EXPEIISE....ccuvieeiieiiieriiee sttt ettt ettt ettt et ettt s b e e et e sabeesa bt e sabeesabeesabeesateesaseennnes 50 18 48
Other (INCOME) EXPENSE, NET ..eueeeieriiiiieiieieeieeteetee st e st et eteeeeeaeesaeesseeteeteeneeeneesneesneas (1,133) 1,065 1,592
Income before income taxes and cumulative effect of accounting change ..................... § 82178 $§ 60,755 § 48,298
Depreciation and amortization:
Company bakery-cafe OPerations...........ccecueruereririieeieieee ettt $ 23345 § 17,786 $§ 12,256
Fresh dough OPErations ........cc.ceieieriere ittt 6,016 4,356 3,298
Corporate admMINISTIATION. ......c..erueieeeteeteetietie ettt ete et ese et eteseesbeseesbeeseeseeseeeeseeens 3.650 3.156 2,750
Total depreciation and amMOTtIZAtION ............ccvevierveriieriirierieieeeiee et ere e ee e ess s aans $§ 33011 $ 25298 § 18,304
Capital expenditures:
Company bakery-cafe OPETationS...........c.ccvevvirveriierieierieieeeteste et ete e eeeeeesessesseereereesneneas $§ 67,554 $ 67,374 § 33,670
Fresh dough OPerations .........c.eeouieiieiieierieieie ettt ettt ss e eeneeennes 9,082 9,445 8,370
Corporate adMINISLIATION. .......cueeuierirerieeteetesterteesteesteereseeseeesseesseesseeseesseesseenseensesssesseenses 5,420 3,610 3,721
Total capital EXPENAItUTES ........cceevievierierieriieiieeeiteteiei ettt eta et esae b e s e sbesseeseessessessens $§ 82056 §$§ 80429 § 45761
December 27, December 25,
2005 2004
Segment assets:
Company bakery-cafe OPETAtIONS.........ccvvicviiieriiereeriieteetesteesteeteereestesteesseeseebessaesseesseesseessesseesssessassseens $ 301,517 $ 204,295
FranchiSE OPEIALIONS .........ccuivieriieriieiieieetiesteesteeteetesee st e steesseesaeessesseesseesseessesssesssesseesseessesssesssesssenseensenns 2,969 1,778
Fresh doUgh OPEIatiONS .......cccviiiiiiieiieiieie ettt sttt ettt ettt e b e e sbeesbeesaesseesseesseessessaesseesssensaensenns 37,567 39,968
TOtAl SEZMENLE ASSELS ....eeuveeureriieiieiiesteeteetesttestteteeseestesseesseenseenseensessaesseenseenseanseessesseenseansaenseenseensennsennes $ 342,053 $ 246,041
TOtAl SEEMEIIE ASSELS.....eveetieriereeeiertierteeteenteeteestesteeseesseensesseesseeseesseasseessessaenseenseensesnsesssesnsesnsesnsensaenseens $ 342,053 $ 246,041
Unallocated trade and other acCounts r€CEIVADILE ............oiiveviiiiciee e 3,485 1,768
Unallocated property and @qUIPIMENL ...........couiruierieriieieeieetiestee sttt eee st ste et et e et e et e teeneeeneeeneesseesnees 13,181 12,291
Unallocated deposits and OthET .........cc.eoiuiiiiiiieieeeee ettt et eseeeenees 2,263 2,613
Other UNAIIOCAtEA ASSELS.....eecviiiiieeitieitieeitee et eete e st e st e sveestbeesebeesaseestbeessaeessseessseessseessseesssaensseessseensseenes 76,685 61,959
TOLAL ASSEES ....vevieeeeeeeetet ettt ettt ettt et et eteeteete e e et e et e eteeteeteetseseess et et e eseeteeteereesseneeeteeteeaeereeneenteeteeras $ 437,667 $ 324,672

“Unallocated trade and other accounts receivable” relates primarily to rebates and interest receivable, “unallocated property and
equipment” relates primarily to corporate fixed assets, “unallocated deposits and other” relates primarily to company-owned life

insurance program, and “other unallocated assets” relates primarily to cash and cash equivalents and investments.
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16. 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 Fiscal Years Ended

December 27, December 25, December 27,

2005 2004 2003

Amounts used for basic and diluted per share calculations:
Income before cumulative effect of accounting change ...........ccccvevveeveerievieecieeiecieeeeen, $ 52,183 $ 38,580 $ 30,669
Cumulative effect of accounting change, net 0f taX..........cccoevvevievieciiecienieeeeee e — — (239)
INEE ITICOMIE ... ettt ettt sttt ettt ettt et et e st et et e st et e s eseete s ese st entesesbensesessensesessannenens $ 52,183 $ 38,580 $ 30,430
Weighted average number of shares outstanding — basiC .........coccevvverierieniienieecieeieeeenenn 30,871 30,154 29,733
Effect of dilutive securities:

2300100 [0) 7 SToR 1oTd 0] 01 (o) s -SRI 772 614 690

LTIP otttk ettt a b et s et et s bt s b et n b et n e bt enn 8 — —
Weighted average number of shares outstanding — diluted ............cccocevviinieiiniinieneen. 31,651 30,768 30,423
Basic earnings per common share:
Before cumulative effect of accounting change.............cocvcveeeveveieeereieeereieeeeeeeeeeeeeae $ 1.69 $ 128 $ 103
Cumulative effect of accounting Change..........ccceoeeviiiiiniinieeee e, — — (0.01)
NEEANCOIMIE .....vieieietieiieteeee ettt ettt ettt beae st b et e ebese e s e sa s s ese st b et essebesessebesessesesessesens $§ 1.69 $§ 1.28 $ 1.02
Diluted earnings per common share:
Before cumulative effect of accounting change............coccoevieviiieiiiiiiiieciceceeeee, $§ 1.65 $ 125 $ 1.01
Cumulative effect of accounting Change...........ccceeevveviiiiiiieiieneeeece e — — (0.01)
INEE ITICOMIE ...ttt ettt sttt ettt ettt et et se et e te st et et eseete st ese st ensesessensesessensesessensenens §  1.65 § 1.25 $  1.00

For the years ended December 27, 2005, December 25, 2004, and December 27, 2003, outstanding options for 0.03 million, 0.5
million, 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 anti-dilutive.
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17. Selected Quarterly Financial Data (unaudited)

The following table presents selected quarterly financial data for the periods indicated (in thousands, including explanations below
the table, except per share data):

Fiscal 2005 — Quarters Ended(1)

April 19 July 12 October 4 December 27
REVEIUES ...t ettt et e e etb e e e e avaeeesaaaeeeans $ 178,148 $ 140,172 $ 148,626 $ 173,329
OPErating PrOFIt .....eiieiieieieiieie ettt et et e enseenaeseees 21,942 16,275 18,124 24,754
INET INCOMIC ..o eeiieiiieciie et eeiie et e ete et e et eeeibeeeabeestbeesaseessseesaseessseessseessseessseenssens 13,923 10,429 11,669 16,162
Basic earnings per share:
INEL INCOIMIE ...ttt ettt ettt e e e eaeeeteeaeeateeasesaeesaeeneenneans $ 045 $ 034 $ 038 § 0.52
Diluted earnings per share:
INEEINCOIMIE ...t e e e e et e e eetreeeeenneeeeenneeeenn $ 044 $ 033 $ 037 § 0.51
Fiscal 2004 — Quarters Ended
(as restated)(2) (as restated)(2) (as restated)(2)
April 17 July 10 October 2 December 25
REVENUES ...ttt ettt e et e s aae e e e ebaeeennns $ 129,899 $ 105,321 $ 113,772 $ 130,147
Operating Profit ........coooeevieiieieiee e e 15,318 10,522 13,906 22,092
NEEINCOMIC ......eeieieeeeeeeeee et e e e e e e e e e eeaaeeeeeaeeaeens 9,494 6,475 8,568 14,043
Basic earnings per share:
NELINCOIMIE ...ttt ettt et ettt e eaeeaeeaeens $ 0.32 $ 0.21 $ 0.28 $ 0.46
Diluted earnings per share:
NEL INCOMIE ...ttt ettt et te et et et e ete et eaeete et eaeeteesesseaeseseeseseseann $ 0.31 $ 0.21 $ 0.28 $ 0.45

(1) See “Quarterly Calendar Change” in Item 7 of this Form 10-K for the Consolidated Statement of Operations for each of the
quarters of fiscal 2005 conformed to the 2006 quarterly presentation.

(2) As described in Note 3 to the 2004 Form 10-K Consolidated Financial Statements, the Company restated its consolidated
statements of operations correcting the computation of straight-line rent expense and related leasehold improvement depreciation
expense and the classification of landlord allowances. The effect of the restatement increased operating profit by $43, $46, and
$50 for the quarters ended April 17, July 10, and October 2, respectively. The effect of the restatement increased net income by
$27, $29, and $32 for the same quarters ended, respectively. The restatement did not change previously reported basic or diluted
earnings per share in the Company’s first, second, or third quarters.
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures and Changes in Internal Control Over Financial Reporting

The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief Financial Officer,
evaluated the effectiveness of the Company’s disclosure controls and procedures as of December 27, 2005. The term “disclosure
controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other procedures
of a company that are designed to ensure that information required to be disclosed by a company in the reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the Securities and
Exchange Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange
Act is accumulated and communicated to the company’s management, including its principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives and
management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on
the evaluation of the Company’s disclosure controls and procedures as of December 27, 2005, the Company’s Chief Executive Officer
and Chief Financial Officer concluded that, as of such date, the Company’s disclosure controls and procedures were effective at the
reasonable assurance level.

No change in the Company’s internal control over financial reporting occurred during the fiscal quarter ended December 27, 2005
that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over financial reporting.
Internal control over financial reporting is defined in Rule 13a-15(f) under the Exchange Act as a process designed by, or under the
supervision of, the Company’s principal executive and principal financial officers and effected by the Company’s board of directors,
management and other personnel, 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 and those policies and
procedures that:

(1) Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions
of the assets of the Company;

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

(3) Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as of December
27, 2005. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission, known as COSO, in Internal Control — Integrated Framework. Based on its assessment, management has
concluded that, as of December 27, 2005, the Company’s internal control over financial reporting was effective to provide reasonable
assurance based on those criteria.
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The Company’s independent registered public accounting firm, PricewaterhouseCoopers LLP, have issued an audit report on the
Company’s assessment of the effectiveness of internal control over financial reporting as of December 27, 2005, which is included in
Item 8 of this Annual Report on Form 10-K and incorporated herein by reference.

Item 9B. Other Information

None.

PART III
Item 10. Directors and Executive Officers of the Registrant

Incorporated by reference from the information in the Company’s proxy statement for the 2006 Annual Meeting of Stockholders,
which the Company will file with the Securities and Exchange Commission within 120 days of the end of the fiscal year to which this
report relates.

The Company has adopted a code of ethics, called the Standards of Business Conduct, that applies to its officers, including our
principal executive, financial and accounting officers, and its directors and employees. The Company has posted the Standards of
Business Conduct on its Internet website at www.panerabread.com under the “Financial Reports” section of the “About Us —
Investor Relations” webpage. The Company intends to make all required disclosures concerning any amendments to, or waivers from,
the Standards of Business Conduct on its Internet website.

Item 11. Executive Compensation

Incorporated by reference from the information in the Company’s proxy statement for the 2006 Annual Meeting of Stockholders,
which the Company will file with the Securities and Exchange Commission within 120 days of the end of the fiscal year to which this
report relates.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Incorporated by reference from the information in the Company’s proxy statement for the 2006 Annual Meeting of Stockholders,
which the Company will file with the Securities and Exchange Commission within 120 days of the end of the fiscal year to which this
report relates.

Item 13. Certain Relationships and Related Transactions

Incorporated by reference from the information in the Company’s proxy statement for the 2006 Annual Meeting of Stockholders,
which the Company will file with the Securities and Exchange Commission within 120 days of the end of the fiscal year to which this
report relates.

Item 14. Principal Accounting Fees and Services
Incorporated by reference from the information in the Company’s proxy statement for the 2006 Annual Meeting of Stockholders,

which the Company will file with the Securities and Exchange Commission within 120 days of the end of the fiscal year to which this
report relates.
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PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) 1. Financial Statements
The following described consolidated financial statements of the Company are included in this report:
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 27, 2005 and December 25, 2004.

Consolidated Statements of Operations for the fiscal years ended December 27, 2005, December 25, 2004, and December 27,
2003.

Consolidated Statements of Cash Flows for the fiscal years ended December 27, 2005, December 25, 2004, and December 27,
2003.

Consolidated Statements of Stockholders’ Equity for the fiscal years ended December 27, 2005, December 25, 2004, and
December 27, 2003.

Notes to the Consolidated Financial Statements.
(a) 2. Financial Statement Schedule
The following financial statement schedule for the Company is filed herewith:
Schedule II — Valuation and Qualifying Accounts
PANERA BREAD COMPANY

VALUATION AND QUALIFYING ACCOUNTS
(In thousands)

Balance at Additions- Balance at
Beginning Charged to End
Description of Period Expense Deductions of Period
Allowance for Doubtful Accounts:
Fiscal Year Ended December 27, 2003 ........c.cooviiuiiiiiieeieeeeeeeeeeee et sse e $ 33 § 27  $ 7 9 53
Fiscal Year Ended December 25, 2004 ..........ccvoouieoeiieieeeeeeeeeeeee et $ 53 % 12 $ 36 $ 29
Fiscal Year Ended December 27, 2005 .........ooeeieieeeeeeeeeeeeeeeeeee et $ 29 $ — 3 3 09 26
Deferred Tax Valuation Allowance:
Fiscal Year Ended December 27, 2003 ........ueiiioiieeeeee e $ 3,768 $ — $ 197 §$ 3,571
Fiscal Year Ended December 25, 2004 .........ooooouiiieeeee e $ 3,571 $ — % 3,021 $ 550
Fiscal Year Ended December 27, 2005 ......c.vooueeeeeeeeeeeeeeeeeee et eeeeeeeeee e $ 550 $ — $ 550 % —
Self-Insurance Reserves:
Fiscal Year Ended December 27, 2003 ......ooouieoueeeeeeeeeeeeeeeeee e $ 1,416 $ 4,009 $ 3,336 $ 2,089
Fiscal Year Ended December 25, 2004 .........ccooooiiiiiiieiiieeeeee e $ 208 $ 5962 $ 4,554 $ 3,497
Fiscal Year Ended December 27, 2005..........oooiiiiiiiiie ettt $ 3497 $ 15376 $ 9,925 § 8,948

(a) 3. Exhibits

See Exhibit Index incorporated into this item by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

Date: March 9, 2006

PANERA BREAD COMPANY

By: /s/

RONALD M. SHAICH

Ronald M. Shaich
Chairman and Chief Executive Olfficer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons

on behalf of the registrant in the capacities and on the dates indicated:

Signature

Title

Date

/s/ __RONALD M. SHAICH

Ronald M. Shaich

/s/ DOMENIC COLASACCO

Domenic Colasacco

/s/  FRED K. FOULKES

Fred K. Foulkes

/s/ _LARRY J. FRANKLIN

Larry J. Franklin

/s/ __THOMAS E. LYNCH

Thomas E. Lynch

/s/ __NEAL J. YANOFSKY

Neal J. Yanofsky

/s/ MARK E. HOOD

Mark E. Hood

/s/ __ RICHARD R. ISAAK

Richard R. Isaak
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Vice President, Controller, Chief
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March 9, 2006

March 9, 2006

March 9, 2006

March 9, 2006
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March 9, 2006
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EXHIBIT INDEX

Exhibit
Number 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
4.1.1 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
4.1.2 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
4.2.1 Revolving Credit Agreement dated as of December 19, 2003 by and between Panera, LLC, as Borrower, and Bank
of America, N.A., as Lender. Incorporated by reference to Exhibit 4.1.1 to the Company’s Annual Report on Form
10-K for the year ended December 27, 2003
422 First Modification to Revolving Credit Agreement dated January 26, 2004. Incorporated by reference to Exhibit
10.1 to the Company’s Quarterly Report on Form 10-Q for the period ended April 17, 2004
423 Second Modification to Revolving Credit Agreement dated March 26, 2004. Incorporated by reference to Exhibit
10.2 to the Company’s Quarterly Report on Form 10-Q for the period ended April 17, 2004.
10.1 1992 Employee Stock Purchase Plan. Incorporated by reference to Exhibit 10.1 to the Company’s Annual Report on
Form 10-K for the year ended December 29, 2001.}
10.2 Formula Stock Option Plan for Independent Directors, as amended. Incorporated by reference to Exhibit 10.2 to the
Company’s Annual Report on Form 10-K for the year ended December 29, 2001.7
10.3 Panera Bread Company 1992 Equity Incentive Plan, as amended. Incorporated by reference to Exhibit 10.3 to the
Company’s Registration Statement on Form S-8 (No. 333-128049) filed with the Commission on September 1,
2005.F
10.4 Panera Bread Company 2001 Employee, Director and Consultant Stock Option Plan. Incorporated by reference to
Appendix A to the Company’s Proxy Statement dated April 21, 2005 filed on Schedule 14A with the Commission
on April 21, 2005.F
10.5 Panera Bread Company 2005 Long-Term Incentive Program. Incorporated by reference to Exhibit 10.1 to the
Company’s Registration Statement on Form S-8 (No. 333-128049) filed with the Commission on September 1,
2005.F
10.6.1 Confidential and Propriety Information and Non-Competition Agreement between the Registrant and Neal
Yanofsky, dated June 5, 2003. Incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report on
Form 10-Q for the quarter ended July 12, 2003.}
10.6.2 Employee and Consultant Non-Qualified Stock Option Agreement between the Registrant and Neal Yanofsky,
dated as of June 5, 2003. Incorporated by reference to Exhibit 10.2 to the Company’s Quarterly Report on Form 10-
Q for the quarter ended July 12, 2003.+
10.6.3 Employment Letter between the Registrant and Michael Kupstas. Incorporated by reference to Exhibit 10.6.6 of the
Registrant’s Annual Report on Form 10-K for the year ended December 25, 1999.+
10.6.4 Employment Letter between the Registrant and Michael Nolan, dated as of July 26, 2001. Incorporated by reference
to Exhibit 10.6.13 to the Company’s Quarterly Report on Form 10-Q for the period ended October 6, 2001.+
10.6.6 Form of Panera, LLC Confidential and Proprietary Information and Non-Competition Agreement executed by
Senior Vice Presidents. Incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q
for the quarter ended October 4, 2003.F
10.7 Description of Compensation Arrangements with Non-Employee Directors.*
10.8 Lease and Construction Exhibit between Bachelor Foods, Inc., the Lessor, and Panera, Inc., the Lessee, dated
September 7, 2000. Incorporated by reference to Exhibit 10.12 of the Company’s Annual Report on Form 10-K for
the year ended December 30, 2000
10.9 Bakery product supply agreement by and between Dawn Food Products, Inc., and Panera, LLC, dated November 1,

2002. Incorporated by reference to Exhibit 10.13 to the Company’s Annual Report on Form 10-K for the year ended
December 28, 2002
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21 Registrant’s Subsidiaries.*

23.1 Consent of Independent Registered Public Accounting Firm.*

31.1 Certification by Chief Executive Officer.*

31.2 Certification by Chief Financial Officer.*

32 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.*

* Filed herewith.

+ Management contract or compensatory plan required to be filed as an exhibit to this Form 10-K pursuant to Item 14(c).
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Panera Bread Company

Corporate and Stockholder Information

Management

Ronald M. Shaich
Chairman of the Board and Chief Executive Officer

Neal J. Yanofsky
President

John M. Maguire
Executive Vice President

Mark A. Borland
Senior Vice President, Chief Supply Chain Officer

Scott G. Davis
Senior Vice President, Chief Concept Officer

Rebecca A. Fine
Senior Vice President, Chief People Officer

Patricia A. Gray
Senior Vice President, Chief Legal Officer and Secretary

Mark E. Hood*
Senior Vice President, Chief Financial Officer

Jeffrey W. Kip*
Senior Vice President, Chief Financial Officer

Thomas C. Kish
Senior Vice President, Chief Information Officer

Michael J. Kupstas
Senior Vice President, Chief Franchise Officer

Michael Markowitz
Senior Vice President, Chief Brand Officer

Michael J. Nolan
Senior Vice President, Chief Development Officer

William H. Simpson
Senior Vice President, Company and Joint Venture Operations

* In April 2006, we announced that Mr. Kip would
become our Senior Vice President, Chief Financial Officer

effective May 5, 2006, replacing Mr. Hood in those capacities.

62

Board of Directors

Domenic Colasacco
President and Chief Executive Officer,
Boston Trust & Investment Management

Larry J. Franklin
President and Chief Executive Officer,
Franklin Sports, Inc.

Fred K. Foulkes
Professor, Boston University School of Management

Thomas E. Lynch
Senior Managing Director, Mill Road Capital

Ronald M. Shaich
Chairman of the Board and Chief Executive Officer,
Panera Bread Company

Corporate Information

Transfer Agent and Registrar
Computershare

P.O. Box 219045

Kansas City, MO 64121-9045
www.computershare.com

2006 Annual Meeting of Stockholders
Thursday, May 25, 2006, 10:30 a.m.
Hilton St. Louis Frontenac
Ambassadeur Ballroom

1335 South Lindbergh Boulevard

St. Louis, Missouri 63131

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

Stock Trading Information
The Nasdaq National Market
Symbol: PNRA

Form 10-K and Other Reports and Information

Our Annual Report on Form 10-K, Quarterly Reports on Form
10-Q, Proxy Statement and other reports that we file with the
SEC are available on our website at www.panerabread.com. In
addition, copies of these reports may be obtained without charge
by contacting:

Investor Relations Coordinator
Panera Bread Company

6710 Clayton Road

Richmond Heights, Missouri 63117
314-633-7100, ext. 6500
www.panerabread.com
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