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The Most Fundamental Rule ...

of a successful business is deceptively simple — find out what your customers want and give
it to them ... and do it better than anyone else. At Applebee’s, we've elevated this concept
into more than a competitive advantage — it’s part of our culture. We ask our guests how
we're doing and we really listen to what they tell us. We use sophisticated surveying
techniques, plus the most basic barometer of customer satisfaction — when one of our
servers asks a guest how everything was ... over 200 million times every year.
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See How We're @lrowing_

Applebee’s International, Inc. is headquartered in
Overland Park, Kansas, and develops, franchises
and operates casual dining restaurants in 48
states and six international countries, under the
Applebee’s Neighborhood Grill & Bar® and Rio
Bravo Cantina® brands.

Each Applebee’s Neighborhood Grill & Bar is
designed as an attractive, friendly, neighborhood
establishment featuring moderately priced, high-
quality food and beverage items, table service

and a comfortable atmosphere .
which appeals to all ages.

Rio Bravo Cantinas are
designed with
distinctive Mexican
architecture and interior
decor which create a festive
atmosphere reminiscent of an authentic
Mexican border-town cantina.

At December 28, 1997, there were 960 Applebee’s
Neighborhood Grill & Bar restaurants, of which
770 were operated by franchisees and 190 were
operated by the Company,
and 55 Rio Bravo Cantina
restaurants, of which 24 were
operated by franchisees and
31 were operated by the
Company. This compares with

$t’<+omwido Restavrants
Applebee’s

W Franchise

Comranq
As of December 28, 1997

1996 year-end totals of 819
Applebee’s restaurants and 30
Rio Bravo Cantina restaurants.

Total annual system sales for
the Applebee’s concept reached
approximately $1.82 billion in
1997, an increase of 18 percent
from total system sales of
approximately $1.54 billion
in 1996. System sales include

1997 Annval Report

System Sales —
Pt"'oboo'&

Company B Franchise

franchisee sales as reported to
Applebee’s International, as
well as sales of Company
Applebee’s restaurants.

= The Company’s common stock
trades on the Nasdag National Market tier of

The Nasdaq Stock Market under the symbol APPB.
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Dear Shareholders:

At A'Pplebae’g we've alcw/elopaol lig‘l’aning_ into
an art form ... and C'I‘rang:l'henaal it to a

oomPa'H‘H ve aalvan‘l’agp.

By listening to our guests in neighborhoods across
America, Applebee’s has grown into one of the most
successful chains in the history of casual dining. Our
vision is to transcend the dining category and build
Applebee’s into a brand recognized across all industries
and respected around the world as a symbol for
outstanding quality, value and service. Last year we
made significant progress toward reaching that goal.

Fiscal 1997 marked a year of impressive achievement
for Applebee’s International, Inc. System sales for the
Applebee’s concept, which include both franchise and
Company restaurant sales, climbed 18 percent over the
prior year to $1.82 billion, while Company restaurant
sales alone increased 26 percent to $452.2 million.
Additionally, total operating revenues, which include
Company restaurant sales and franchise income, were
$515.8 million, up 25 percent

Total O,;oraﬁng.

from the year before. 1997 net
Revenves

in milliong

earnings reached $45.1 million,
or $1.44 per share on a basic
basis and $1.43 per share on
adiluted basis, an increase of 19
percent over the year before.
While we are pleased with the
growth in net earnings for 1997,
we still could have done better.
During the last six months, our
earnings growth rate was slowed
primarily due to higher-than-
anticipated costs related to our

comprehensive, far-reaching food
and menu initiative, including
increased labor costs due to minimum wage increases
and tight labor markets.

Comparing restaurants open for at least 18 months,
systemwide comparable sales for the Applebee’s
concept in 1997 increased 0.5 percent, while
comparable sales for the Company’s Applebee’s

restaurants increased 0.1 percent. Comparable
sales for Company Rio Bravo Cantina restaurants,
however, declined 1.6 percent for the year.

The driving goal of Applebee’s International remains
constant — to fortify its dominant brand strength and
extend its undisputed leadership in casual dining. To
accomplish that ambitious goal, we clearly detailed

our basic business objectives in last year’ letter to
shareholders. Here is the progress we have made toward
achieving our strategic objectives.

A critical objective is to expand the Applebee’s
concept, and we continue to make impressive headway
in an increasingly competitive industry. During 1997,
we added 145 new Applebee’s restaurants for a year-
end total of 960 units, including 190 Company and
770 franchise restaurants — a 17 percent increase over
the prior year and the fourth consecutive year of
opening over 140 restaurants. The pace of
development remains strong with 27 sites under
construction at year end and a pipeline filled with sites

A Perconal Tribute ’i’ l
As Abe Gustin (on left) turns his
full attention to his role as

Chairman, | want to thank

him for his leadership,
wisdom and guidance.

His ongoing counsel will
continue to be an integral
part of Applebee’s strategy
for success.

Abe J. Gustin, Jr.
Chairman of the Board

Lloyd L. Hill
Chief Executive Officer, President
and Chief Operating Officer




P

Selected Financial Data

Figcal Year Ended

Wis sy e bprede il CRCKT NN =c.c NN ol NN it e
Statement of Earnings Data:

Company restaurant sales $452,173 $358,990 $299,824 $222,445 $159,482
e ey e S Ry i N e

Total operating revenues $515,820 $413,131 $343,563 $253,864 $180,806

Operating earnings $ 71,283 $ 58,833 $ 45,712 $ 29,311 $ 19,677
Net earnings $ 45,091 $ 38,014 $ 27,420 $ 17,823 $ 12,551
Basic net earnings per common share $ 144 $ 122 $ 094 $ 064 $ 046
Diluted net earnings per common share $ 143 $ 121 $ 092 $ 063 $ 045
Dividends per share $ 0.08 $ 0.07 $ 0.06 $ 0.05 $ 0.04
Basic weighted average shares outstanding 31,401 31,188 29,319 27,970 27,543
Diluted weighted average shares outstanding 31,640 31,533 29,860 28,472 27,932
Balance Sheet Data (st end of figeal year):
Total assets $377,474 $314,111 $270,680 $180,014 $138,680
Long-term obligations,

including current portion $ 29,105 $ 25,843 $ 27,427 $ 38,697 $ 19,845
Stockholders equity $290,443 $244,764 $203,993 $108,788 $ 92,680

53 weeks, and all other periods presented contained 52 weeks.

The preceding should be read in conjunction with the Consolidated
Financial Statements and Notes thereto and “Management’s
Discussion and Analysis of Financial Condition and Results

of Operations” appearing elsewhere in this Annual Report.

The table above sets forth for the periods and the dates indicated
selected financial data of the Company. All amounts reflect the

mergers with Pub Ventures of New England, Inc. and Innovative
Restaurant Concepts, Inc., which were accounted for as poolings
of interests. The fiscal year ended December 31, 1995 contained

approved and awaiting development. We expect to open
between 117 and 132 Applebee’s restaurants

in 1998, including 32 Company and 85 to 100
franchise units.

A second objective is to build our base of Company
restaurants by acquiring sound franchise operations that
meet our strategic and financial criteria. In the first half
of 1997, we purchased the 11 Applebee’s restaurants in
the St. Louis metropolitan area, among the strongest
markets in our system, and have since added four
additional units to this market. Just prior to year-end
1997, we announced an agreement to acquire 32
Applebee’s restaurants in Virginia from our largest
franchisee as part of a plan we approved for them to exit
the system as an Applebee’s franchisee. We expect this
transaction to be finalized in late March 1998. The
Applebee’s concept is well established in Virginia with a
dominant market position, and this group of restaurants
has consistently performed well and produced
exceptional operating margins, guided by a strong
management team. These two important acquisitions
will add depth

to our operations and will bring Company ownership
to nearly one-fourth of the system total.

A third objective is to strengthen our leadership in

the casual dining segment by continuously enhancing our

concept. Beginning in April 1997, we rolled

out a major new food and menu initiative, which

was fully implemented systemwide by the end of
November. This strategic program represents a

significant investment in our long-term growth and

success, and our guests have responded favorably to this

important effort. In the short term, however,

the associated costs for new plateware, training and
restaurant labor hampered our financial results. The
higher-than-anticipated labor expenses are expected to
continue into the first half of 1998; however,
we believe that the operating profitability of our
Applebee’s restaurants will subsequently return to more
favorable levels later in 1998.

Another objective is to extend our lead over the
competition in number of units, and in 1997 we solidly
reinforced our position as the nation’s largest single
concept in the $38.5 billion casual dining

segment in total number of units. At year end, we led our

nearest

bar-and-grill competitor by over
400 units and were larger than
our two closest rivals combined.
Our market share of the total

casual

dining segment increased to our

highest reading ever — an

estimated 5 percent overall and
18 percent of the bar-and-grill

category. We have been

increasing our market share
at a rate of close to 20 percent
per year, while maintaining
average restaurant sales volumes of nearly

Net Eamings

in thousandg
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$2.1 million. And we served more than 200 million guests
last year — an increase of approximately 30 million, based
on a $280 million increase in system sales and our average
guest check.

Also, we remain committed
to our objective to develop
Rio Bravo Cantina, our
Mexican restaurant concept,
as the Company’s second
growth vehicle. During 1997,
we opened 26 new Rio Bravo
Cantinas systemwide for a
year-end total of 55 units,
including 31 Company and
24 franchise restaurants.
However, decelerating sales
trends and somewhat-lower-
than-expected profitability
have caused us and our
franchisees to refine our
development plans for this year, and we now anticipate
opening a total of approximately 18 to 20 Rio Bravo
Cantina restaurants in 1998. During the past two years, we
also converted a number of locations from other Mexican
concepts to Rio Bravo, but the larger size and lack of
marketplace acceptance generally have proven
unsatisfactory. We continue to refine this concept and in
March 1997 introduced a new, smaller 5,800-square-foot
prototype which will enable entry into smaller markets with
a lower unit investment expected to provide improved
economic returns for our franchisees.

Dilvted Net Earnings
Fer Share

While our initial expectations for the development of the
Rio Bravo Cantina concept have been tempered, we need
to evaluate the evolution of this concept in relation to
Applebee’s historic development. We can look at
Applebee’s success today and easily forget that it did not
occur overnight. Ten years ago, at the time Applebee’s
International, Inc. was formed in 1988, there were only 54
Applebee’s restaurants, and it took four years to open the
next 200 units. Then our restaurant development really
began to accelerate as we opened over 700 Applebee’s
restaurants during the next five years. Just as we refined the
Applebee’s concept over a period of years, we are
continuing to refine the Rio Bravo Cantina concept.

Another key objective is to extend Applebee’s presence
internationally. We continue our expansion overseas

at a cautious pace, selectively seeking international
franchisees with proven local operating expertise. During
1997, our franchisees opened seven new restaurants and
added two new countries to our international roster.
Currently, there are eight franchisee groups operating in six
countries — Canada, Curacao, Germany, Greece, The

Netherlands and Sweden. With casual dining rapidly
growing in popularity overseas, we are actively targeting
development of other major international markets.

To continue the successful pursuit of these business
objectives, we are solidifying and strengthening our senior
management team. In January 1998, Abe Gustin moved
into his role as full-time Chairman.

In this capacity, he will continue to provide his leadership
and broad experience as an entrepreneur, former franchisee
and business executive to the Company.

In addition, we are adding new vitality and proven
leadership in other key executive positions. We have
appointed Stuart Waggoner, formerly Senior Vice
President responsible for the Applebee’s division, as
President and CEO of the Rio Bravo Cantina division. In
May 1997, Larry Cates joined as President

of the International division, bringing 21 years of
international experience to this vital growth area. In
November 1997, Lou Kaucic joined as Senior Vice
President of Human Resources with a 20-year background
of senior-level human resources experience. We are also
aggressively seeking a qualified individual to assume the
role of President of the Applebee’s division.

As we enter 1998, we will continue to focus on the sound
strategies and core competencies that have led to our
remarkable success. As we exceed two significant
milestones — $2 billion in system sales and 1,000
restaurants — these same fundamentals will reinforce our
dominant leadership of the casual dining segment. And as
we reflect on our accomplishments, we recognize that our
past and continuing success entails a series of unique and
valued relationships — between franchisor and franchisee,
between the home office and our executives in the field,
between our restaurant managers and associates.

Most importantly, we realize that our ongoing success
depends on building and fortifying the relationship with
our guests — continually seeking their input, answering
their needs and exceeding their expectations ... every day
with every guest contact, in every restaurant, in every
neighborhood.

R e s

LLOYD L. HILL

Chief Executive Officer, President
and Chief Operating Officer

March 1998



Applebee’s restavrant employees, home office staff and
execvtives cnfhugiagﬁoallq share a common 593! — to
5,3\/6 oy 51)6§+€ a oomPoHing_ reason to keep ooming_
back ... again and again.
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1. Jami Hoag, Applebee’s greeter;

2. Juvy Juan, Applebee’s server;

3. George Shadid, Executive Vice
President and CFO; 4. Lou Kaucic,
Senior Vice President of Human
Resources; 5. Karen Lazowski,
Director of Employee Relations;

6. Antonio Rivera, Applebee’s cook;
7. Mike DiPardo, Applebee’s server;
8. Bob Martin, Executive Vice
President of Marketing; 9. Eric
Brown, Applebee’s cook; 10. Steve
Lumpkin, Senior Vice President

of Strategic Development; 11. Pam
Brittendall, Product Development
Manager; 12. Lloyd Hill, CEO,
President and COO.
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leading industry report has stated that success
A in casual dining will depend on “concepts
that satisfy consumers’ needs for convenience, fun,
family friendliness, health, variety and value.” This
prediction reads like a page out of the Applebee’s
strategic playbook. Meeting our guests' needs is the
basic foundation of our concept. And to make

certain we are delivering, we ask guests

4 what they want and how we are
doing.

«M

1 frlenolg and | 4

We/COMc

CUP ik /é lace 6. 2 5
\

vt
. GBM V[&-fo Vl’ »n

Lnd’amng_ to Ovr CGests
and Angvvarmg_ Their Needs

Our most critical customer feedback mechanism takes
place over 200 million times a year, in
neighborhoods all across America, when an
Applebee’s server asks a guest, “How is everything?”.
With every guest contact, we have the opportunity
to listen and to learn; with every guest we please, we
have the chance to build and fortify a relationship.
Beyond these invaluable interpersonal exchanges, we
also employ a variety of sophisticated techniques to
bolster customer satisfaction.

During 1996, we introduced the Customer Satisfaction
Index, our front-line tool for measuring how
effectively our restaurants are meeting guests’
expectations. Each month, between 200 and 250
guests at every restaurant receive an incentive to
contact our customer response call center and voice
their opinions on 18 core operational and service
- areas. The responses — totaling 40,000 systemwide
1' each month — reflect how our restaurants are
performing on everything from friendliness to
cleanliness, accuracy of the wait time to the speed of
food delivery, and food temperature to taste. Using
this tool, we can identify trends early and alert
managers to potential problem areas.

For the second consecutive year, we conducted extensive
consumer research during 1997, surveying 3,600 casual
dining customers in 13 markets to learn what

ey
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Fast Cwest KeQPoMe

Advanced technology means faster response
to guests and faster food preparation.

Technology Innovation Award from the Food
Service Technology Group. Another technological
initiative, designed to work in conjunction with the
POS system, is helping strengthen our customer
service efforts while improving operational efficiency
and increasing

profitability. We have begun installing the initial
sales forecasting and labor modules in Company
and franchise units, giving managers a tool to more
effectively manage labor costs.

they thought of Applebee’s and our competition.
Reflecting our category leadership, Applebee’s was the
undisputed front-runner in “unaided awareness” —
the ability of customers to recall a restaurant concept
off the top of their heads. Overall, our awareness
level was nearly twice that of our nearest casual
dining competitors — and even higher in heavily
developed markets. While it is certainly rewarding
that Applebee’s comes to mind with consumers, this
indicator is especially important due to a positive
correlation between unaided awareness and average
unit volume in a given market.

As part of this survey, we also asked customers what
were the most important attributes of the dining
experience. Leading their collective list is high-quality,
tasty food; prompt, responsive service; and a friendly,
welcoming atmosphere. These opinions reinforce the
consistent findings of our Customer Satisfaction
Index where the critical issues with guests are food
taste, overall cleanliness and visual appeal.

At Applebee’s, we understand that technology can play
an important role in meeting guests’ needs. Our
computer-based point-of-sale (POS) system is
helping servers respond faster to our guests and 1’/0001, scrvioe, At mogpherc
speeding food preparation in the kitchen. Last year, Applebee’s scores high on the issues most important to guests.
this low-cost, easy-to-use system earned the

Apple. Index
Atmosphere
Performance
Per i
telephone on restaurant performance, & Lj rfon_a“ty
ranking the results according to the E g tnmg Speed
five customer-critical areas of the XceMent FOOd

Each month, we solicit opinions by

Apple Index.
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earning what customers want and giving it

to them is not nearly as easy as it sounds. To
attract and keep guests, we must exceed their
expectations with each visit, with each meal, with
each contact. Most importantly, we realize that
winning guest loyalty begins with
earning employee loyalty.

l%oPle—P Ica;ing_ Férformcré

Applebee’s hires service employees based on
their personalities and attitudes.

Service performers enjoy the
chance to perform, joining in

song to help guests celebrate

a birthday or special occasion.

Pe\/clo’)ing_ Service Performerg
Who Dazzle Ovr Gvests

Attracting, hiring and keeping good employees is the
greatest challenge facing both our industry and our
Company. As we compete aggressively for customers
in the marketplace, we are competing just as
aggressively for motivated employees. The numbers
alone are daunting. According to a National
Restaurant Association survey, the number of
people employed in the foodservice industry will rise
from 9.5 million today to 10.8 million by 2005.
Including retirements, that means there will be 3.9
million new jobs to be filled — and that number
does not include the effect of the industry’s
traditionally high turnover.

Applebee’s has a distinct competitive advantage in
the employment arena. Our leadership of the casual
dining segment and strong brand equity give us an
edge in attracting the best employees. We market
ourselves to employees as much as to guests, using
the strength of the Applebee’s brand. If our
marketing message conveys the fun and friendliness
of Applebee’s to guests, then potential employees
should consider Applebee’s as a fun and friendly
place to work. Plus, current and former employees
represent a sizeable group that can help influence
others in making employment and dining choices.

To assist managers in recruiting top talent, last year
we developed new hiring practices that are personality
driven instead of the traditional skill-driven approach.
By profiling the personality traits of 1,000 of our



most successful service performers, we singled out the
behaviors and attitudes exhibited by superior workers.
Next, we created a written interview

procedure called Selecting Service Performers to help
managers identify individuals who will fit into the
Applebee’s culture and will deliver the service level our
guests expect. This program has proven extremely
effective at predicting the probability

of success for servers, hostesses and other workers who
interact with our guests.

We are extending this successful personality-driven
strategy to the selection of restaurant managers,

as well. Our research clearly shows that hourly
employee satisfaction is often linked to the direct
supervisor and restaurant management practices.

1997 Annval Report

The Difference Ig Waining_

Training for all Applebee’s and Rio Bravo Cantina
employees involves food preparation, food serving
and food tasting.

Employees place great importance on the relationship
with their supervisor and on managers creating the
proper working atmosphere. In addition, we have found
a direct connection between a restaurant’s performance
and the longevity of its management team. The need to
find managers who fit the

Applebee’s culture is critical, considering the numbers
alone. With over 100 new Applebee’s restaurants
opening systemwide each year with as many

as five managers each, together with normal yearly
turnover, the Applebee’s system needs to hire over 2,000
new managers each year.

The result of all these efforts will
be a talented team of service-
oriented employees and
managers — and the
ultimate beneficiaries
will be our guests.




vi hg_
That Are Inviti

he underlying strength and advantage of 5.

Applebee’s are firmly rooted in the concept,
properly executed. At the very core of our concept
is great food at affordable prices delivered by
service-minded people in a friendly, welcoming
atmosphere. The theme of our new image
campaign, unveiled in 1997, underscores this
special appeal — “You Belong at Applebee’s®” We
believe everyone belongs at Applebee’s, and we
make a tremendous effort to share that feeling.

Our proven model of market penetration relies on
developing enough restaurants in a given market
to be a competitive force. Heavy penetration
enables us to market the concept more efficiently
and economically — building higher levels of
consumer awareness,
increased frequency,
customer satisfaction

Ovr CGests Conocp‘l‘g
nd Friend|

and, ultimately, greater mark:Ishare. Applebee’s
consumer research indicates a clear link between
our market penetration strategy and winning loyal
guests. In highly penetrated markets, we have
achieved high levels of consumer awareness and
customer satisfaction, and in turn, high average unit
volumes. Furthermore, research shows a direct
relationship between availability and frequency —
more restaurants in a market can increase the
number of times people dine out.

Applebee’s continues to build on its marketplace
momentum, adding over 140 new restaurants annually
in each of the last four years. Already the leader in the
casual dining segment with 944 units at year end in
all 48 continental states, we currently project eventual
growth to approximately 1,500 domestic Applebee’s
restaurants within the United States. While pursuing
that vision, we recognize the need to continue
evolving our concept to keep it fresh and to meet the
future demands of guests and the marketplace.

Last year, we introduced a new, smaller Applebee’s
prototype as a crucial initiative in our continuing
market penetration. This prototype combines
decreased square footage with increased seating
efficiency and a larger waiting area, together with



M’mogphere Flvg Energq

The smaller Rio Bravo Cantina prototype
continues to capture the authentic flavor
of a Mexican border-town cantina.

updated interior decor improvements
and external design enhancements to e
underscore Applebee’s image and identity. i

This new updated look is being incorporated
into all new construction and future remodels.

As we continue building customer awareness, we are
strengthening our marketing efforts for 1998 with an
aggressive plan that includes more campaigns, new
programs and new advertising — including a significant
increase in our television

exposure by doubling our national cable TV presence.
A critical element of our intensified marketing is the
extension of our successful family marketing efforts
into a year-long, educationally focused

UPola‘l‘eal Look Ovtside

Recent exterior design enhancements fortify Applebee’s
image and identity.

Applebee’s family program includes
key elements such as the “Read Me

a Story” program supporting literacy

and the Coaches vs. Cancer fund-

raising effort.
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program — recognizing that families with children
represent a growing part of our business.

Our family marketing program has been significantly
strengthened through several key strategic partnerships
— Visas® “Read Me a Story” program that

supports the Reading Is Fundamental® literacy
movement; the Discovery Kids Channel network of
educational programming for kids; and the National
Association of Baskethall Coaches and their Coaches
vs. Cancer fund-raising program that benefits child-
oriented research and educational programs of the
American Cancer Society.

The Company is spicing up the inviting appeal and
friendliness of the Applebee’s concept in a second
growth vehicle with the continued development of its
Rio Bravo Cantina restaurants. Rio Bravo is a festive
casual dining concept that captures the atmosphere
and energy of a Mexican border-town cantina.
Beginning with the acquisition of 13 units in 1995,
this concept has grown to a systemwide total of

55 restaurants at the close of 1997 with approximately
75 expected by the end of 1998. We recently
introduced a new 5,800-square-foot prototype that
will reduce the investment for franchisees, while still
supporting strong unit volumes and profitability.

1997 Annval Report



Conwn‘fraﬁng_ on Food and Valve
to Keep Ovr CGests Coming. Back

By continually and carefully listening to our

guests, we know that their overriding priority focus group tasting panels and field testing before
when dining out is appealing, appetizing food. introducing our new menu systemwide. We
To meet this requirement, we are continuously constantly attempt to achieve that delicate balance
researching what consumers will want one or two between menu excitement, operational feasibility
years ahead — creating and refining new offerings and acceptable profitability. While working to

in our test kitchens, seeking confirmation with develop loyalty among guests who crave variety,
we realize the need to also continually improve
existing menu items.

To meet guests’ needs for quality and taste, we
launched a major new food and menu initiative in
early 1997. This proactive effort was designed to
make our food and presentation more
contemporary, to enhance our competitive
positioning and to set the standard for the future of

/ casual dining. By the end of November, we
completed the rollout of this massive transition to
most Applebee’s restaurants in our system.

This long-term strategic program included enhanced
food offerings and upgraded food specifications,
additional menu item selections and side dish
alternatives, and updated food presentations — right
down to a new assortment of garnishes for added

appeal.

To further enhance our presentation, we replaced
Fromoti "5. Sengational Food all our plateware with new contemporary dishes that
The highly successful “Skillet Sensations™” prominently feature the Applebee’s logo. Although
promotion is being expanded for 1998. not designed to produce short-term results, our guests

have been quick to respond favorably.

New oversized white plateware, [ ! = A new apple-shaped red
featuring the Applebee’s logo, 3 :: | wire basket enhances the

draws attention to the colorful " = presentation of appetizers

appeal of our food offerings. i gl and other menu items.
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Enhanced Food, Fresentation

In a major initiative during 1997, Applebee’s enhanced
its food selections and specifications, added new
plateware and revamped its menus.

In addition to the various elements of the food and menu

g initiative, we are expanding our seasonal food-focused
’ promotions for 1998. These campaigns
\ !,/ feature proprietary food innovations that only
We expect positive acceptance to continue building Applebee's offers — from a sizzling update of our
as we refine various elements and guests are popular “Skillet Sensations” dishes to a variety
increasingly exposed to all the components. Clearly, of tempting “Pasta Creations” and more.

our food and menu initiative represents a substantial
investment in our long-term success and continued
growth — and the full impact will be measured in
years and the longevity of the Applebee’s concept.

To complement and support the dramatic changes

in our food and presentation, we updated our
physical menu as well, making it just as fresh and
contemporary. The new “Slice of Life” menu
graphically captures the look and feel of an
Applebee’s restaurant with a cover design that reflects
the food, atmosphere and unique neighborhood
appeal of the Applebee’s concept. Inside, the new
menu combines bright graphics and an easy-to-read
format to highlight our appetizers and salads, burgers
and sandwiches, and other signature specialties.
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Management’s Discussion and
Analysis of Financial Condition
and Results of Operations

General

The Company’s revenues are generated from two primary
sources: Company restaurant sales (food and beverage
sales) and franchise income consisting of franchise restau-
rant royalties (generally 4% of each franchise restaurant’s
monthly gross sales) and franchise fees (which typically
range from $30,000 to $35,000 for each Applebee’s
restaurant opened and $40,000 for each Rio Bravo
Cantina restaurant opened). Beverage sales include sales of
alcoholic beverages, while non-alcoholic beverages are
included in food sales. Certain expenses (food and bever-
age, labor, direct and occupancy costs, and pre-opening
expenses) relate directly to Company restaurants, and
other expenses (general and administrative and amortiza-
tion expenses) relate to both Company restaurants and
franchise operations.

The Company operates on a 52 or 53 week fiscal year end-
ing on the last Sunday in December. The Company’s fis-
cal years ended December 28, 1997 and December 29,
1996 contained 52 weeks, and the fiscal year ended
December 31, 1995 contained 53 weeks, and are referred
to hereafter as 1997, 1996 and 1995, respectively.

Acquisitions

On March 23, 1995, a wholly-owned subsidiary of the
Company merged with and into Innovative Restaurant
Concepts, Inc. (“IRC™), referred to herein as the “IRC
Merger.” As a result of the IRC Merger, IRC became a
wholly-owned subsidiary of the Company. The IRC
Merger was accounted for as a pooling of interests and,
accordingly, the accompanying consolidated financial
statements include the accounts and operations of the
merged entities for all periods presented. At the time of the
IRC Merger, IRC operated 17 restaurants, including 13
Rio Bravo Cantina restaurants, and four other specialty
restaurants, comprised of Ray’s on the River, two Green
Hills Grille restaurants, and the Rio Bravo Grill.

The combined earnings of IRC included earnings of lim-
ited partnerships which were not taxable entities for fed-
eral and state income tax purposes. The accompanying
consolidated statements of earnings reflect provisions for
income taxes on a pro forma basis as if the Company had
been liable for federal and state income taxes on the earn-
ings of IRC’s limited partnerships at statutory rates.

On April 3, 1995, the Company acquired the operations
and assets of five franchise restaurants in the Philadelphia
metropolitan area, referred to herein as the “Philadelphia

Acquisition.” The Philadelphia Acquisition was accounted
for as a purchase and, accordingly, the results of operations
of such restaurants have been reflected in the consolidated
financial statements subsequent to the date of acquisition.

On April 14, 1997, the Company acquired the operations
and assets of 11 franchise restaurants in the St. Louis met-
ropolitan area, referred to herein as the “St. Louis
Acquisition.” The St. Louis Acquisition was accounted for
as a purchase and, accordingly, the results of operations of
such restaurants have been reflected in the consolidated
financial statements subsequent to the date of acquisition.

On December 23, 1997, the Company entered into an
agreement with Apple South, Inc. (“Apple South”), its
largest franchisee, to acquire 31 Applebee’s restaurants
plus one restaurant under construction in the Virginia
markets of Norfolk, Richmond, Roanoke and
Charlottesville for approximately $93,400,000, subject
to certain closing adjustments, referred to herein as the
“Virginia Acquisition.” The Virginia Acquisition is antic-
ipated to close in late March 1998, subject to obtaining
financing, operating licenses and third-party consents,
and will be accounted for as a purchase.



1997 Annval Report

15

Results of Operations

The following table sets forth, for the periods indicated,
information derived from the Company’s consolidated
statements of earnings expressed as a percentage of total
operating revenues, except where otherwise noted.
Percentages may not add due to rounding.

Figcal Year Ended

Dec. 28, Dec. 29, Dec. 31,
1997 1996 1995
Revenues:
Company restaurant sales 87.7% 86.9% 87.3%
Franchise income 12.3 131 12.7
Total operating revenues 100.0% 100.0%  100.0%
Cost of sales (as a percentage
of Company restaurant sales):
Food and beverage 27.5% 28.0% 28.3%
Labor 321 315 31.7
Direct and occupancy 253 24.4 24.1
Pre-opening expense 0.8 1.0 0.8
Total cost of sales 85.7% 84.9% 84.8%
General and administrative
expenses 10.2% 10.6% 11.3%
Merger costs — — 0.5
Amortization of intangible assets 0.6 0.6 0.7
Loss on disposition of restaurants
and equipment 0.2 0.8 0.2
Operating earnings 13.8 14.2 13.3
Other income (expense):
Investment income 0.4 0.7 0.5
Interest expense 0.3) 0.4) (0.7)
Other income 0.1 0.1 0.1
Total other income (expense) 0.1 0.5 (0.2)
Earnings before income taxes 13.9 14.7 13.2

Income taxes (including pro forma
provision for income taxes) 5.2 55 5.2

Net earnings 8.7% 9.2% 8.0%

Fiscal Year Ended December 28, 1997 Compared With
Fiscal Year Ended December 29, 1996

Company Restavrant Sales: Overall Company restaurant
sales increased $93,183,000 (26%) from $358,990,000
in 1996 to $452,173,000 in 1997. Sales for Company
Applebee’s restaurants increased $69,350,000 (24%)
from $285,093,000 in 1996 to $354,443,000 in 1997,
due primarily to Company restaurant openings and sales
from the 11 St. Louis restaurants acquired in April 1997.
Sales for Company Rio Bravo Cantina restaurants were
$59,523,000 and $83,295,000 in 1996 and 1997,
respectively, and sales for the specialty restaurants were
$14,374,000 and $14,435,000 in 1996 and 1997,
respectively. The increase in sales for the Rio Bravo
Cantina restaurants resulted primarily from Company
restaurant openings.

Comparable restaurant sales at Company Applebee’s
restaurants increased by 0.1% in 1997. Weighted average
weekly sales at Company Applebee’s restaurants increased
2.0% from $40,366 in 1996 to $41,176 in 1997.
Comparable restaurant sales and weighted average weekly
sales at Company Applebee’s restaurants in 1997 were pos-

itively affected by menu price increases. In addition,
weighted average weekly sales in 1997 increased as a result
of the sale of six lower than average volume restaurants in
southern California in October 1996 and the purchase of
11 higher than average volume restaurants in St. Louis in
April 1997. Excluding these restaurants, weighted average
weekly sales decreased 0.2% in 1997.

Price increases were implemented during the fourth quar-
ter of 1996 and the fourth quarter of 1997 for certain
menu items. The Company does not expect significant
comparable restaurant sales increases and may experience
comparable restaurant sales decreases for the 1998 fiscal
year for Company Applebee’s restaurants, as many of its
restaurants operate near sales capacity and various markets
continue to experience competitive pressures. Although
the Company’s experience in developing markets indicates
that the opening of multiple restaurants within a particu-
lar market results in increased market share, decreases in
comparable restaurant sales may result.

Comparable restaurant sales for Company Rio Bravo
Cantina restaurants decreased by 1.6% in 1997 due pri-
marily to increased competition in the Atlanta market.
Weighted average weekly sales (excluding one restaurant
that is open for dinner only) decreased from $66,743 in
1996 to $60,946 in 1997. Weighted average weekly
sales in 1997 were impacted by new restaurant openings
in new markets, as well as the addition of a new smaller
prototype restaurant. When entering new markets
where the Company has not yet established a market
presence, sales levels are expected to be lower than in the
Georgia and Florida markets where the Company has a
concentration of Rio Bravo Cantina restaurants and
high customer awareness.

Franchise Income: Overall franchise income increased
$9,506,000 (18%) from $54,141,000 in 1996 to
$63,647,000 in 1997. This increase was due primarily to
the increased number of franchise Applebee’s and Rio
Bravo Cantina restaurants operating during 1997 as com-
pared to 1996. In addition, comparable restaurant sales for
franchise Applebee’s restaurants increased 0.6% in 1997.
Such increases were partially offset by a decrease in
weighted average weekly sales for franchise Applebee’s
restaurants of 0.9% in 1997.
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Cost of Company Restavrant Sales: Food and beverage
costs decreased from 28.0% in 1996 to 27.5% in 1997 due
primarily to operational improvements, purchasing effi-
ciencies resulting from the Company’s rapid growth, and
menu price increases. Such decreases were partially offset by
an increase in food costs during the implementation of the
Company’s food and menu initiative. Beverage sales, as a
percentage of Company restaurant sales, declined from
18.3% in 1996 to 17.8% in 1997 which had a negative
impact on overall food and beverage costs, as a percentage
of Company restaurant sales. Management believes that the
reduction in beverage sales is due in part to the continua-
tion of the overall trend toward increased awareness of
responsible alcohol consumption.

Labor costs increased from 31.5% in 1996 to 32.1% in
1997. Such increases were due primarily to the adverse
impact on restaurant labor costs during, and for a number
of months following, the implementation of the
Company’s food and menu enhancement initiative in its
Applebee’s restaurants. The Company expects labor costs,
as a percentage of sales, to continue to be impacted during
the first half of the 1998 fiscal year as a result of this imple-
mentation. Increases in the minimum wage as well as
the highly competitive nature of the restaurant industry
continue to exert pressure on both hourly labor and man-
agement costs. An increase in the Federal minimum wage
went into effect on October 1, 1996, and a second increase
became effective on September 1, 1997. In addition, the
1997 fiscal year was negatively impacted by an increase in
group medical insurance costs.

Direct and occupancy costs increased from 24.4% in 1996
t0 25.3% in 1997. Such increases were due, in part, to the
new plateware costs relating to the Company’s food and
menu enhancement initiative in its Applebee’s restaurants.
In addition, such increases were partially due to an
increase in repairs and maintenance expense relating to
maintenance contracts on restaurant point-of-sale systems
as well as the aging of the Company’s restaurants, higher
depreciation expense associated with new restaurants, and
increases in utility costs and property taxes.

Greneral and Administrative ﬂrcn;o;: General and
administrative expenses decreased from 10.6% in 1996 to
10.2% in 1997 due primarily to the absorption of general
and administrative expenses over a larger revenue base as
well as the additional leverage resulting from the St. Louis
Acquisition. A portion of the decrease in 1997 was due to
a decrease in executive bonuses. General and administrative
expenses increased by $8,692,000 during 1997 compared
to 1996 due primarily to the costs of additional personnel
associated with the Company’s development efforts and
system-wide expansion, including costs related to the fran-
chising and expansion of the Rio Bravo Cantina concept.

Logs on Pi;rogiﬁon of Regtavrants and virmonf: Loss on
disposition of restaurants and equipment decreased from
$3,318,000 in 1996 to $1,209,000 in 1997. In October
1996, the Company completed the sale of six of its eight
Company owned Applebee’s restaurants located in the San
Bernardino and Riverside counties of southern California.
The operations of the six restaurants and future restaurant
development in the market area were assumed by an exist-
ing Applebee’s franchisee. The sales price was $8,500,000
and a loss on the disposition of the properties of $75,000
was recorded in the third quarter of 1996. During the
fourth quarter of 1996, the Company recognized a loss of
$2,500,000 primarily relating to the intended disposition
of the two remaining restaurants in the territory.

Investment Income: Investment income decreased in 1997
compared to 1996 primarily as a result of decreases in cash
and cash equivalents and short-term investments due to
capital expenditures and acquisitions.

Interest Expense: Interest expense increased in 1997 com-
pared to 1996 primarily as a result of interest on capital-
ized leases associated with the St. Louis Acquisition.

Income Tares: The effective income tax rate, as a percent-
age of earnings before income taxes, was 37.2% in 1997
compared to 37.4% in 1996. The decrease in the
Company’s overall effective tax rate in 1997 was due pri-
marily to a reduction in state income taxes and an increase
in credits resulting from FICA taxes on tips.

Fiscal Year Ended December 29, 1996 Compared With
Fiscal Year Ended December 31, 1995

Company Restavrant Sales: Overall Company restaurant
sales increased $59,166,000 (20%) from $299,824,000 in
1995 to $358,990,000 in 1996. Sales for Company
Applebee’s restaurants increased $47,743,000 (20%) from
$237,350,000 in 1995 to $285,093,000 in 1996, due pri-
marily to Company restaurant openings and sales from the
five Philadelphia restaurants acquired in April 1995, as well
as an increase in comparable restaurant sales. Sales for
Company Rio Bravo Cantina restaurants were
$48,135,000 and $59,523,000 in 1995 and 1996, respec-
tively, and sales for the specialty restaurants were
$14,339,000 and $14,374,000 in 1995 and 1996, respec-
tively. The increase in sales for the Rio Bravo Cantina
restaurants resulted primarily from Company restaurant
openings and an increase in comparable restaurant sales.

Comparable restaurant sales at Company owned or oper-
ated Applebee’s restaurants increased by 1.1% in 1996.
Weighted average weekly sales at Company owned or
operated Applebee’s restaurants increased 1.0% from
$39,977 in 1995 to $40,366 in 1996. The Company
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believes these increases were due, in part, to successful
food-specific promotions backed by an increase in adver-
tising spending, as a percentage of sales, in 1996. A menu
price increase was implemented during the fourth quarter
of 1996 for certain menu items. Although the Company’s
experience in developing markets indicates that the open-
ing of multiple restaurants within a particular market
results in increased market share, decreases in comparable
restaurant sales may result.

Comparable restaurant sales for Company owned
Rio Bravo Cantina restaurants increased by 3.9% in 1996.
Weighted average weekly sales (excluding one restaurant
that is open for dinner only) increased slightly from
$66,158 in 1995 to $66,743 in 1996 and were impacted
by the expected lower sales volumes at new restaurants.

Franchise Income: Overall franchise income increased
$10,402,000 (24%) from $43,739,000 in 1995 to
$54,141,000 in 1996. This increase was due primarily to
the increased number of franchise Applebee’s restaurants
operating during 1996 as compared to 1995. The remain-
ing increase in franchise income resulted primarily from
franchise fees earned relating to the opening of the first
nine franchise Rio Bravo Cantina restaurants during 1996.
These increases were partially offset by decreases in
weighted average weekly sales and comparable sales for
franchise Applebee’s restaurants which decreased 2.6%
and 1.2%, respectively, in 1996.

Cost of Company Restavrant Sales: Food and beverage
costs decreased from 28.3% in 1995 to 28.0% in 1996,
due primarily to operational improvements, purchasing
efficiencies resulting from the Company’s rapid growth
and early payment discounts, and the menu price
increase implemented in the fourth quarter of 1996. In
addition, the Company experienced an increase in food
costs in the second quarter of 1995 as a result of winter
flooding in California which caused shortages of certain
produce items and a significant increase in related costs.
Beverage sales, as a percentage of Company restaurant
sales, declined from 18.9% in 1995 to 18.3% in 1996,
which had a negative impact on overall food and bever-
age costs. Management believes that the reduction in
beverage sales is due in part to the continuation of the
overall trend toward increased awareness of responsible
alcohol consumption.

Labor costs decreased from 31.7% in 1995 to 31.5% in
1996. Labor costs, as a percentage of sales, were positively
affected by an overall reduction in workers' compensation
costs due to favorable historical claims experience and
improved hourly labor efficiency. Such decreases were
partially offset by higher management costs in 1996.
Overall labor costs continue to be adversely affected by the
lower sales volumes in the southern California market.

Direct and occupancy costs increased from 24.1% in 1995
to 24.4% in 1996 due primarily to higher advertising
expense and depreciation expense which were partially off-
set by lower rent expense. The southern California market
continues to have a negative impact on overall direct and
occupancy costs due to the absorption of such expenses,
which are primarily fixed in nature, over a lower sales base
in those markets.

Pre-opening expense increased from $2,234,000 in 1995
to $3,557,000 in 1996 due primarily to the opening of
two additional Applebee’s restaurants and one additional
Rio Bravo Cantina restaurant in 1996 and costs incurred
relating to the reopening of two Applebee’s restaurants
after being rebuilt. The Company also incurred higher
pre-opening costs for each of the five Rio Bravo Cantina
restaurants that were opened in 1996 as compared to those
opened in 1995.

Greneral and Administrative Expenses: General and
administrative expenses decreased in 1996 to 10.6% from
11.3% in 1995, due primarily to the absorption of general
and administrative expenses over a larger revenue base.
General and administrative expenses increased by
$5,134,000 during 1996 compared to 1995 due primarily
to the costs of additional personnel associated with the
Company’s development efforts and system-wide expan-
sion, including costs related to the franchising and expan-
sion of the Rio Bravo Cantina concept.

Merger Costs: The Company incurred merger costs
of $1,770,000 in 1995 relating to the IRC Merger. The
impact of these costs on net earnings per common share
was approximately $0.06 in 1995.

Logs on Digpogition of Regtavrants and virmonf:
In October 1996, the Company completed the sale of six
of its eight Company owned Applebee’s restaurants located
in the San Bernardino and Riverside counties of southern
California. The operations of the six restaurants and future
restaurant development in the market area were assumed
by an existing Applebee’s franchisee. The sales price was
$8,500,000 and a loss on the disposition of the properties
of $75,000 was recorded in the third quarter of 1996.
During the fourth quarter of 1996, the Company recog-
nized a loss of $2,500,000 primarily relating to the
intended disposition of the two remaining restaurants in
the territory.
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During 1995, the Company recognized a loss of $615,000
relating to the planned disposition of two restaurants in
1996, including $275,000 relating to one restaurant man-
aged under a purchase rights agreement. The Company
continues to operate one restaurant under this agreement.

Investment Income: Investment income increased in 1996
compared to 1995 primarily as a result of increases in cash and
cash equivalents and short-term investments resulting from
the proceeds of the Company’s stock offering in July 1995.

Interest Expence: Interest expense decreased in 1996 com-
pared to 1995 primarily as a result of a decrease in interest
related to the revolving credit facility incurred in 1995 and
a decrease in long-term debt resulting from the payoff in
August 1995 of the debt assumed in connection with the
IRC Merger.

Income Tares: The effective income tax rate, as a percent-
age of earnings before income taxes, was 37.4% in 1996
compared to 39.5% in 1995. Excluding non-deductible
merger costs, the effective income tax rate would have been
38.0% in 1995. The remaining decrease in the Company’s
overall effective tax rate in 1996 was due primarily to a
reduction in state income taxes.

Liquidity and Capital Resources

The Company’s need for capital resources historically has
resulted from, and for the foreseeable future is expected to
relate primarily to, the construction and acquisition of
restaurants. Such capital has been provided by public stock
offerings, debt financing, and ongoing Company opera-
tions, including cash generated from Company and fran-
chise operations, credit from trade suppliers, real estate
lease financing, and landlord contributions to leasehold
improvements. The Company has also used its common
stock as consideration in the acquisition of restaurants. In
addition, the Company assumed debt or issued new debt
in connection with certain mergers and acquisitions.

Capital expenditures were $65,672,000 in 1996 and
$128,155,000 in 1997 (which includes $36,150,000
related to the St. Louis Acquisition and $1,525,000 related
to the purchase of the remaining 50% interest in a joint
venture arrangement with the Company’s franchisee in
Nevada). The Company currently expects to open 32
Applebee’s restaurants and 11 Rio Bravo Cantina restau-
rants in 1998. Capital expenditures in fiscal 1998 are
expected to be between $85,000,000 and $90,000,000
(excluding $93,400,000 relating to the Virginia
Acquisition), primarily for the development of new restau-
rants, refurbishments of and capital replacements for exist-
ing restaurants, and enhancements to information systems
for the Company’s restaurants and corporate office. The
amount of actual capital expenditures will be dependent

upon, among other things, the proportion of leased versus
owned properties as the Company expects to continue to
purchase a portion of its sites. In addition, if the Company
opens more restaurants than it currently anticipates or
acquires additional restaurants, its capital requirements
will increase accordingly.

The Company has certain debt agreements containing
various covenants and restrictions which, among other
things, require the maintenance of a stipulated fixed
charge coverage ratio and minimum consolidated net
worth, as defined, and also limit additional indebtedness
in excess of specified amounts. The debt agreements also
restrict the amount of retained earnings available for the
payment of cash dividends. At December 28, 1997,
retained earnings were not restricted for the payment of
cash dividends. The Company is currently in compliance
with the covenants of all of its debt agreements.

As of December 28, 1997, the Company held liquid assets
totaling $19,814,000, consisting of cash and cash equiva-
lents ($8,908,000) and short-term investments
($10,906,000). No amounts were outstanding under the
revolving credit facility; however, standby letters of credit
issued under the facility totaling $1,887,000 were out-
standing as of December 28, 1997.

On January 22, 1998, the Company entered into a loan
commitment with Merrill Lynch Capital Corporation to
provide $225,000,000 in senior secured credit facilities,
consisting of an eight-year senior secured term loan of
$125,000,000 and a five-year secured revolving credit
facility of $100,000,000.

The Company anticipates that it will use the proceeds of
the facilities approximately as follows:

« $105,000,000 to fund the Virginia Acquisition
(including related transaction fees and expenses);

» $20,000,000 to refinance certain existing indebtedness
currently bearing interest at 7.70%; and

« $100,000,000 for ongoing working capital needs and
general corporate purposes (including stock repur-
chases as described below).

Up to $50,000,000 of the facilities will be available to
fund repurchases of the Company’s common stock. Since
December 28, 1997 and through March 9, 1998, the
Company has repurchased 1,270,000 shares of its com-
mon stock at an aggregate value of $25,000,000, pursuant
to plans approved by the Company’s Board of Directors.
The Company contemplates further purchases of up to
$25,000,000, subject to the completion of the financing
discussed above.
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The senior term loan is expected to bear interest at LIBOR
plus 2.25% and require semi-annual principal payments
aggregating $1,250,000 per year for each of the first seven
years, with the remaining $116,250,000 due during the
eighth year. The revolving credit facility is expected to bear
interest at LIBOR plus 1.375%.

Both the senior term loan and the revolving credit facility
will be subject to standard other terms, conditions,
covenants, and fees and will be secured by the stock of
each of the Company’s present and future subsidiaries and
all intercompany debt of the Company and such sub-
sidiaries. The loan commitment is anticipated to close
concurrently with the Virginia Acquisition.

The Company believes that its liquid assets and cash gen-
erated from operations, combined with borrowings avail-
able under its new $225,000,000 senior secured credit
facilities, will provide sufficient funds for its capital
requirements for the foreseeable future.

Inflation

Substantial increases in costs and expenses, particularly
food, supplies, labor and operating expenses, could have a
significant impact on the Company’s operating results to
the extent that such increases cannot be passed along to
customers. The Company does not believe that inflation
has materially affected its operating results during the past
three years.

A majority of the Company's employees are paid hourly
rates related to federal and state minimum wage laws and
various laws that allow for credits to that wage. An increase
in the Federal minimum wage went into effect on
October 1, 1996 and a second increase became effective on
September 1, 1997. In addition, increases in the minimum
wage are also being discussed by various state governments.
Although the Company has been able to and will continue
to attempt to pass along increases in costs through food and
beverage price increases, there can be no assurance that all
such increases can be reflected in its prices or that increased
prices will be absorbed by customers without diminishing,
to some degree, customer spending at its restaurants.

New Accounting Pronouncements

In June 1997, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards
(“SFAS™) No. 130, “Reporting Comprehensive Income.”
SFAS No. 130 establishes standards for reporting and dis-
play of comprehensive income and its components (rev-
enues, expenses, gains and losses) in a full set of
general-purpose financial statements. This statement is
effective for fiscal years beginning after December 15,
1997.

The Company does not believe the reporting and display

of comprehensive income will materially impact the
financial statements.

In June 1997, the Financial Accounting Standards Board
issued SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information.” SFAS No. 131 estab-
lishes standards for the way public business enterprises
report information about operating segments in annual
financial statements and requires that those enterprises
report selected information about operating segments in
interim financial reports issued to shareholders. It also
establishes standards for related disclosures about products
and services, geographic areas, and major customers. This
statement is effective for financial statements for periods
beginning after December 15, 1997. In the initial year of
application, comparative information for earlier years is to
be presented. This statement need not be applied to interim
financial statements in the initial year of its application, but
comparative information for interim periods in the initial
year of application is to be reported in financial statements
for interim periods in the second year of application.

Forward-Looking Statements

The statements contained herein regarding future sales,
operating costs, restaurant development and capital expen-
ditures are forward-looking and based on current expecta-
tions. There are several risks and uncertainties that could
cause actual results to differ materially from those described.
For a discussion of the principal factors that could cause
actual results to be materially different, refer to the
Company’s current report on Form 8-K filed with the
Securities and Exchange Commission on February 9, 1998.

Impact of the Year 2000

The Year 2000 will have a broad impact on the business
environment in which the Company operates due to the
possibility that many computer systems across all indus-
tries will be unable to process information containing dates
beginning in the Year 2000. The Company has conducted
a preliminary assessment of the impact of the Year 2000 on
its accounting, finance, and other systems, as well as the
impact on its external business partners, in order to iden-
tify and address potential business issues relating to the
Year 2000. Based on this preliminary assessment, the
Company believes that its significant systems are Year 2000
compliant, and the costs associated with such compliance
have not had, and will not have, a material impact on the
Company'’s results of operations.
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Consolidated Balance Sheets

(dollars in thosands, except per chare amounts) Dec. 28, 1997 Dec. 29, 1996
ASSETS

Current assets:
Cash and cash equivalents $ 8,908 $ 17,346
Short-term investments, at market value 10,906 40,064
Receivables, net of allowance 16,390 19,245
Inventories 4,788 4,557
Prepaid and other current assets 2,962 2,780
Total current assets 43,954 83,992
Property and equipment, net 276,082 196,950
Goodwill, net 48,065 22,607
Franchise interest and rights, net 4,667 5,236
Deferred income taxes — 1,366
Other assets 4,706 3,960
$377,474 $314,111

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Current portion of long-term debt $ 6,306 $ 968
Current portion of obligations under noncompetition and consulting agreement 220 220
Accounts payable 19,731 11,949
Accrued expenses and other current liabilities 28,547 25,597
Accrued dividends 2,518 2,191
__Accruedincometaxes 5166 918 _
_____Total current liabilities 62488 . 41,843
Non-current liabilities:
Long-term debt — less current portion 22,579 24,435
Franchise deposits 1,532 1,793
Obligations under noncompetition and consulting agreement — less current portion — 220
__ Deferred income taxes o _f 432 L C il
_____ Total non-current liabilities 24543 26,448 _
Total liabilities 87,031 68,291
Minority interest in joint venture — 1,056

Commitments and contingencies (Notes 7, 8 and 12)
Stockholders’ equity:
Preferred stock — par value $0.01 per share: authorized — 1,000,000 shares;
no shares issued — —
Common stock — par value $0.01 per share: authorized — 125,000,000 shares;

issued — 31,744,009 shares in 1997 and 31,580,955 shares in 1996 317 316
Additional paid-in capital 156,165 153,028
Retained earnings 134,654 92,081

___Unrealized gain on short-term investments, net of income taxes . _§ 9 188 _
291,231 245,613
__ _Treasury stock — 261,629 shares in 1997 and 281,772 shares in 1996, atcost ______________ __ (v88) ________ (849)_
_____Totalstockholders' equity 290443 244,764
$377,474 $314,111

See notes o congolidated financial
statements
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Consolidated Statements of Earnings

Figcal Year Ended

(in thovgands, axwrf per Share amovm) Dec. 28, 1997 Dec. 29, 1996 Dec. 31, 1995
Revenues:

Company restaurant sales $452,173 $358,990 $299,824
__Franchiseincome ... B3e47 sl i
___._Yotal operating revenues 515820 a13131 . 343,563
Cost of Company restaurant sales:

Food and beverage 124,469 100,534 84,776

Labor 145,165 112,969 94,935

Direct and occupancy 114,196 87,740 72,228
__ Preopeningexpense 3668 357 _______ 2,234
- Yotal cost of Company restaurantsales 387491 = 304800 254,173
General and administrative expenses 52,579 43,887 38,753
Merger costs — — 1,770
Amortization of intangible assets 3,258 2,293 2,305
Loss on disposition of restaurants and equipment 1209 3318 = &0
Operatingearnings______ __  _____________________________'.23 5888 45,712
Other income (expense):

Investment income 1,834 2,863 1,764

Interest expense (1,705) (1,571) (2,507)
L Otherincome 389 600 357
____Yotal other income (expense) . o18 189z . (386)
Earnings before income taxes 71,801 60,725 45,326
Income taxes ... %6710 271 17,906
Net earnings $ 45,091 $ 38,014 $ 27,420
Basic net earnings per common share $ 144 $ 122 $ 094
Diluted net earnings per common share $ 143 $ 121 $ 092
Basic weighted average shares outstanding 31,401 31,188 29,319
Diluted weighted average shares outstanding 31,640 31,533 29,860

See notes to congolidated financial statements.
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Consolidated Statements of Stockholders’ Equity

Unrealized
Additional Gain (Loss) on Total
_______ Common Stock Paid-In Retained ~ Short-Term  Treasury ~ Stockholders’
(dollars in thousands, except per chare amountc) Shares  Amount Capital Earnings  Investments Stock Equity
Balance, December 25, 1994 28,295,479 $283 $ 78,675 $ 30,775 $(96) $(849) $108,788
Issuance of common stock from
public offering 2,415,000 24 60,410 — — — 60,434
Dividends on common stock,
$0.06 per share — — — (1,861) — — (1,861)
Stock options exercised:
Company 588,038 6 4,649 — — — 4,655
IRC — — 1,333 — — — 1,333
Income tax benefit upon exercise
of stock options — — 2,615 — — — 2,615
Change in unrealized gain on
short-term investments, net
of income taxes — — — — 286 — 286
Adjustment related to tax basis
of pooled entities — — 250 — — — 250
Pro forma provision for income
taxes of pooled company — — — 73 — — 73
Reclassification of net income
of IRC partnerships — — 149 (149) — — —
Net earnings — — — 27,420 — — 27,420
Balance, December 31, 1995 31,298,517 313 148,081 56,258 190 (849) 203,993
Dividends on common stock,
$0.07 per share — — — (2,191) — — (2,191)
Stock options exercised 282,438 3 3,798 — — — 3,801
Income tax benefit upon exercise
of stock options — — 1,149 — — — 1,149
Change in unrealized gain on
short-term investments, net
of income taxes - = — = ) = )
Net earnings — — — 38,014 — — 38,014
Balance, December 29, 1996 31,580,955 316 153,028 92,081 188 (849) 244,764
Dividends on common stock,
$0.08 per share — — — (2,518) — — (2,518)
Stock options exercised 163,054 1 2,193 — — — 2,194
Shares sold under employee
stock purchase plan — — 396 — — 61 457
Income tax benefit upon exercise
of stock options — — 548 — — — 548
Change in unrealized gain on
short-term investments, net
of income taxes — — — — (93) — (93)
Net earnings — — — 45,091 — — 45,091
Balance, December 28, 1997 31,744,009 $317 $156,165 $134,654 $95 $(788) $290,443

See notes o concolidated financial ctatements.
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Consolidated Statements of Cash Flows

Fiscal Year Ended

(dellars in thovsands) Dec. 28, 1997 Dec. 29, 1996 Dec. 31, 1995

Cash flows from operating activities:
Net earnings $45,091 $38,014 $27,420
Adjustments to reconcile net earnings to net cash
provided by operating activities:

Depreciation and amortization 20,877 15,652 11,964
Amortization of intangible assets 3,258 2,293 2,305
Loss (gain) on sale of investments 20 27 (67)
Deferred income tax provision (benefit) 1,001 128 (179)
Loss on disposition of restaurants and equipment 1,209 3,318 850
Pro forma provision for income taxes of pooled company — — 73

Changes in assets and liabilities (exclusive of effects of
acquisitions other than pooled company):

Receivables 2,451 (2,702) (2,447)
Inventories (66) 5,479 (4,877)
Prepaid and other current assets 671 (898) 155
Accounts payable 7,782 766 433
Accrued expenses and other current liabilities 2,400 2,806 5,307
Accrued income taxes 4,248 (723) (328)
Franchise deposits (261) 625 (187)
Other (1,302) (139) 356
Net cash provided by operating activities 87,379 64,646 40,778
Cash flows from investing activities:
Purchases of short-term investments (19,150) (49,487) (16,809)
Maturities and sales of short-term investments 48,117 31,149 4,392
Purchases of property and equipment (90,480) (65,672) (51,899)
Acquisitions of restaurants (33,650) — (9,682)
Acquisition of minority interest in joint venture (1,525) — —
Proceeds from sale of restaurants and equipment 988 4,314 104
Net cash used by investing activities (95,700) (79,696) (73,894)

Cash flows from financing activities:

Proceeds from issuance of common stock — — 60,434
Dividends paid (2,191) (1,861) (1,269)
Issuance of common stock upon exercise of stock options 2,194 3,801 5,988
Income tax benefit upon exercise of stock options 548 1,149 2,615
Shares sold under employee stock purchase plan 457 — —
Proceeds from issuance of long-term debt — — 8,087
Payments on long-term debt (974) (945) (22,179)
Payments under noncompetition and consulting agreement (220) (220) (220)
__ Minority interest in net earnings of joint venture | 6 284 214
_____Netcash provided (used) by financing activities @7 2208 53,670
Net increase (decrease) in cash and cash equivalents (8,438) (12,842) 20,554
Cestand e gl bdlndlgen el Ml T £
Cash and cash equivalents, end of period $ 8,908 $17,346 $30,188
Supplemental disclosures of cash flow information:
Cash paid during the year for:
Income taxes $20,613 $22,437 $15,537
Interest $ 2,573 $ 1,061 $ 3,060

Supplemental Disclosures of Noncash Investing and Financing Activities

Capitalized leases of $2,610,000 were recorded in April 1995 when the Company acquired the operations and assets of five franchise
restaurants (see Note 4). A capitalized lease of $424,000 was recorded in July 1995 when the Company entered into a lease for a new
restaurant. This lease was transferred to a franchisee in connection with the sale of six restaurants in October 1996.

The Company received a $5,000,000 promissory note in connection with the sale of six restaurants in October 1996 (see Note 10),
which was paid in full in January 1997.

Capitalized leases of $4,055,000 were recorded in April 1997 when the Company acquired the operations and assets of 11 franchise
restaurants. In connection with this acquisition, the Company issued $2,500,000 of promissory notes (see Note 4).
Disclosure of Accounting Policy

For purposes of the consolidated statements of cash flows, the Company considers all highly liquid investments purchased with a
maturity of three months or less to be cash equivalents.

See notes to congolidated financial statements.
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Notes to Consolidated
Financial Statements

1. Organization

Applebee’s International, Inc. and its subsidiaries (the
“Company”) develops, franchises and operates casual
dining restaurants principally under the names “Applebee’s
Neighborhood Grill & Bar” and “Rio Bravo Cantina.” As
of December 28, 1997, there were 960 Applebee’s restau-
rants, of which 770 were operated by franchisees and 190
were operated by the Company, and 55 Rio Bravo Cantina
restaurants, of which 24 were operated by franchisees and
31 were operated by the Company. The Company also
operated four other specialty restaurants. Such restaurants
were located in 48 states, Canada, Europe and the
Caribbean.

2. Summary of Significant Accounting Policies

Principles of Consolidation: The consolidated financial
statements include the accounts of the Company and its
wholly-owned subsidiaries. All material intercompany
profits, transactions and balances have been eliminated.

Fiscal Year: The Company’s fiscal year ends on the last
Sunday of the calendar year. The fiscal years ended
December 28, 1997 and December 29, 1996 contained
52 weeks, and the fiscal year ended December 31, 1995
contained 53 weeks, and are referred to hereafter as 1997,
1996 and 1995, respectively.

Short-Term Investments: Short-term investments are
comprised of U.S. government and agency securities, cer-
tificates of deposit, state and municipal bonds, and
preferred stocks. Gains and losses from sales are deter-
mined using the specific identification method. As of
December 28, 1997, all short-term investments have been
classified as available-for-sale.

Inventories: Inventories are stated at the lower of cost
(first-in, first-out method) or market.

Pre-Opening. Expense: The Company expenses direct
training and other costs related to opening new or relo-
cated restaurants in the month of opening.

Property and Equipment: Property and equipment are
stated at cost. Depreciation is provided primarily on a
straight-line method over the estimated useful lives of the
assets. Leasehold improvements are amortized over the
lesser of the lease term, including renewal options, or the

estimated useful life of the related asset. The general ranges
of original depreciable lives are as follows:

Years

Buildings 20
Leasehold improvements 15-20
Furniture and equipment 3-7

Interest has been capitalized in connection with the devel-
opment of new restaurants and is amortized over the esti-
mated useful life of the related asset. Interest costs of
$755,000, $618,000 and $624,000 were capitalized dur-
ing 1997, 1996 and 1995, respectively.

Groodwill: Goodwill represents the excess of cost over fair
market value of net assets acquired by the Company.
Goodwill is being amortized over periods ranging from 15
to 20 years on a straight-line basis. Accumulated amortiza-
tion at December 28, 1997 and December 29, 1996 was
$7,595,000 and $5,155,000, respectively.

Impaivment of Long-Lived Agsets: Long-lived assets are
reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not
be recoverable.

Franchise Interest and Rights: Franchise interest and
rights represent allocations of purchase price to either the
purchased restaurants or franchise operations acquired.
The allocated costs are amortized over the estimated life of
the restaurants or the franchise agreements on a straight-
line basis ranging from 7 to 20 years. Accumulated amor-
tization at December 28, 1997 and December 29, 1996
was $6,263,000 and $5,695,000, respectively.

Franchise Revenves: Franchise revenues are deferred until
substantial performance of franchisor obligations is com-
plete. Initial franchise fees, included in franchise income in
the consolidated statements of earnings, totaled
$4,263,000, $4,615,000 and $4,162,000 for 1997, 1996
and 1995, respectively.

Advertising. Costs: The Company expenses advertising
costs for Company owned restaurants as incurred except for
production costs of advertising which are expensed the first
time the advertising takes place. Advertising expense related
to Company restaurants was $20,752,000, $16,470,000
and $12,749,000 for 1997, 1996 and 1995, respectively.

Stock-Based Compengation: The Company has adopted
the disclosure provisions of Statement of Financial
Accounting Standards (“SFAS”) No. 123, “Accounting for
Stock-Based Compensation.” The Statement encourages
rather than requires companies to adopt a method that
accounts for stock compensation awards based on their
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estimated fair value at the date they are granted.
Companies are permitted, however, to account for stock
compensation awards under Accounting Principles Board
(“APB”) Opinion No. 25 which requires compensation
cost to be recognized based on the excess, if any, between
the quoted market price of the stock at the date of grant
and the amount an employee must pay to acquire the
stock. The Company has elected to continue to apply APB
Opinion No. 25 and has disclosed the pro forma net earn-
ings and earnings per share, determined as if the fair value
method had been applied, in Note 14.

Earnings Fer Share: The Company adopted SFAS No. 128,
“Earnings Per Share,” during 1997. SFAS No. 128 requires
presentation of basic and diluted earnings per share. Basic
earnings per share is computed by dividing income avail-
able to common shareholders by the weighted average
number of common shares outstanding for the reporting
period. Diluted earnings per share reflects the potential
dilution that could occur if securities or other contracts to
issue common stock were exercised or converted into com-
mon stock. All prior period weighted average and per share
information has been restated in accordance with SFAS
No. 128. Outstanding stock options issued by the
Company represent the only dilutive effect on weighted
average shares. A reconciliation between basic and diluted
weighted average shares outstanding and the related earn-
ings per share calculation is presented below:
(in thougands, except per share amounts) 1997 1996 1995

Net earnings $45,091 $38,014 $27,420
Basic weighted average

shares outstanding 31,401 31,188 29,319
Dilutive effect of stock options 239 345 541

Diluted weighted average

shares outstanding 31,640 31,533 29,860
Basic net earnings per

common share $ 144 $ 122 $ 094
Diluted net earnings per

common share $ 143 $ 121 $ 092

Stock options with exercise prices greater than the average
market price of the Company’s common stock
for the applicable periods are excluded from the compu-
tation of diluted weighted average shares outstanding.
Such options totaled approximately 1,625,000, 1,368,000
and 374,000 for 1997, 1996 and 1995, respectively.

Fervagiveness of Estimates: The preparation of financial
statements in conformity with generally accepted account-
ing principles 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.

New Accounting. Pronovncements: In June 1997, the
Financial Accounting Standards Board issued SFAS
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No. 130, “Reporting Comprehensive Income.” SFAS
No. 130 establishes standards for reporting and display of
comprehensive income and its components (revenues,
expenses, gains and losses) in a full set of general-purpose
financial statements. This statement is effective for fiscal
years beginning after December 15, 1997. The Company
does not believe the reporting and display of comprehen-
sive income will materially impact the financial statements.

In June 1997, the Financial Accounting Standards Board
issued SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information.” SFAS No. 131
establishes standards for the way public business enter-
prises report information about operating segments in
annual financial statements and requires that those enter-
prises report selected information about operating seg-
ments in interim financial reports issued to shareholders.
It also establishes standards for related disclosures about
products and services, geographic areas, and major cus-
tomers. This statement is effective for financial statements
for periods beginning after December 15, 1997. In the ini-
tial year of application, comparative information for earlier
years is to be presented. This statement need not be
applied to interim financial statements in the initial year of
its application, but comparative information for interim
periods in the initial year of application is to be reported
in financial statements for interim periods in the second
year of application.

3. Disclosures about Fair Value
of Financial Instruments

The following methods were used in estimating fair value
disclosures for significant financial instruments of the
Company. The carrying amount of cash and cash equiva-
lents approximates fair value because of the short maturity
of those instruments. The carrying amount of short-term
investments is based on quoted market prices. The fair
value of the Company’s long-term debt, excluding capital-
ized lease obligations, is estimated based on quotations
made on similar issues.

The estimated fair values of the Company’s financial
instruments are as follows:

Dec. 28, 1997 Dec. 29, 1996

Carrying Fair Carrying Fair

(in thovgands) Amount Value Amount Value
Short-term

investments $10,906 $10,906  $40,064 $40,064

Long-term debt,
excluding capitalized
lease obligations

$24,306 $24,941  $22,780 $23,099
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4. Acquisitions

IRC Merger: On March 23, 1995, a wholly-owned sub-
sidiary of the Company merged with and into Innovative
Restaurant Concepts, Inc. (“IRC”), referred to herein as
the “IRC Merger.” Immediately prior to the IRC Merger,
IRCs affiliated limited partnerships, Cobb/Gwinnett Rio,
Ltd., Rio Real Estate, L.P. and CG Restaurant Partners,
Ltd., were liquidated, and contemporaneously with the
IRC Merger, the Company acquired the interests of the
limited partners in the distributed assets of these partner-
ships. As a result of the IRC Merger, IRC became a
wholly-owned subsidiary of the Company. A total of
approximately 2,630,000 shares of the Company’s newly-
issued common stock was issued to the shareholders and
limited partners of IRC, including IRC shares issued in
1995 upon the exercise of IRC stock options prior to the
IRC Merger. IRC employees also exchanged pre-existing
stock options for options to purchase approximately
147,000 shares of the Company’s common stock. In addi-
tion, the Company assumed approximately $13,700,000
of IRC indebtedness, of which $1,270,000 was repaid at
closing and the remainder was repaid during 1995. At the
time of the IRC Merger, IRC operated 17 restaurants, 13
of which were Rio Bravo Cantinas, a Mexican restaurant
concept, and four were other specialty restaurants. The
IRC Merger was accounted for as a pooling of interests.
Merger costs of $1,770,000 relating to the IRC Merger
were expensed in 1995. Merger costs include investment
banking fees, legal and accounting fees, and other merger
related expenses. The impact of these costs on net earnings
per common share was approximately $0.06 in 1995.

Other Restavrant A-utvkiﬁonc: On April 3, 1995, the
Company acquired the operations of five franchise restau-
rants and the related furniture and fixtures, certain land and
leasehold improvements, and rights to future development
of restaurants for a total purchase price of $9,682,000. The
acquisition was accounted for as a purchase, and accord-
ingly, the purchase price has been allocated to the fair value
of net assets acquired and resulted in an allocation to good-
will of $6,432,000. In connection with this acquisition, the
Company also recorded capitalized leases of $2,610,000.
The 1995 financial statements reflect the results of opera-
tions of such restaurants subsequent to the date of acquisi-
tion. Results of operations of such restaurants prior to
acquisition were not material in relation to the Company’s
operating results for the periods shown.

In 1997, the Company exercised its option to purchase the
remaining 50% interest in a joint venture arrangement
with its franchisee in Nevada for $1,525,000.

On April 14, 1997, the Company acquired the operations
of 11 franchise Applebee’s restaurants located in the
St. Louis metropolitan area and the related furniture and
fixtures, certain land and leasehold improvements, and

rights to future development of restaurants for a total pur-
chase price of $36,150,000. The purchase price was paid
in a combination of $33,650,000 in cash and $2,500,000
of promissory notes, of which $1,500,000 was payable in
January 1998 and $1,000,000 is payable in December
1998. One of the principals of the franchisee was related
to a person who was a director of the Company until May
1997. The acquisition was accounted for as a purchase,
and accordingly, the purchase price has been allocated to
the fair value of net assets acquired and resulted in an allo-
cation to goodwill of approximately $27,000,000 which is
being amortized on a straight-line basis over 20 years. In
connection with this acquisition, the Company also
recorded capitalized leases of $4,055,000. The results of
operations of such restaurants have been reflected in the
consolidated financial statements subsequent to the date of
acquisition. Results of operations of such restaurants prior
to acquisition were not material in relation to the
Company’s operating results for the periods shown.

On December 23, 1997, the Company entered into an
agreement with Apple South, Inc. (“Apple South”), its
largest franchisee, to acquire 31 Applebee’s restaurants plus
one restaurant under construction in the Virginia markets
of Norfolk, Richmond, Roanoke and Charlottesville for
approximately $93,400,000, subject to certain closing
adjustments, referred to herein as the “Virginia
Acquisition.” The Virginia Acquisition is anticipated to
close in late March 1998, subject to obtaining financing,
operating licenses and third-party consents, and will be
accounted for as a purchase. See Note 12 for additional
commitments and contingencies relating to the agreement
with Apple South.

5. Short-Term Investments
The amortized cost, estimated market value and unrealized
gains or losses on short-term investments are as follows:

Dec. 28, 1997 Dec. 29, 1996
Amortized Unrealized Market ~ Amortized Unrealized Market
(in thougands) Cost Gain Value Cost Gain Value
Certificates
of deposit $ 19 $—9% 19% 19 $—9% 19
Preferred stocks 402 56 458 1,374 52 1,426
U.S. government
and agency
securities 4,496 — 4,496 19,829 150 19,979
State and local
municipal
securities 5,837 96 5,933 18,541 99 18,640
$10,754  $152 $10,906 $39,763  $301 $40,064
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The amortized cost and estimated market value of debt
securities as of December 28, 1997, by contractual matu-
rity, are shown below. Expected maturities will differ from
contractual maturities because issuers may have the right to
call or prepay obligations with or without call or prepay-
ment penalties.

Amortized Market
(in thousands) Cost Value
Due within one year or less $ 2,911 $ 2,911
Due after one year through five years 7,422 7,518
$10,333 $10,429
6. Receivables
Receivables are comprised of the following:
Dec. 28, Dec. 29
(in thousands) 1997 1996
Franchise royalty, advertising and
trade receivables $12,406 $ 9,801
Notes receivable 1,150 6,305
Credit card receivables 2,272 1,636
Interest and dividends receivable 288 833
Franchise fee receivables 743 425
Ome a8 ____ 9B
17,227 19,515
lesalonmeio iy L —
$16,390 $19,245

Included in notes receivable as of December 29, 1996 was
a $5,000,000 promissory note which was received from a
franchisee in connection with the sale of six restaurants in
October 1996 (see Note 10), which was paid in full in
January 1997.

The provision for bad debts totaled $635,000 for 1997
and $250,000 for 1995. No provision for bad debts was
recorded during 1996. Write-offs against the allowance for
bad debts totaled $68,000, $453,000 and $267,000 dur-
ing 1997, 1996 and 1995, respectively.

7. Property and Equipment
Property and equipment, net is comprised of the following:

Dec. 28, Dec. 29,
(in thovsands) 1997 1996
Land $ 52,638 $ 38,340
Buildings and leasehold improvements 176,517 125,486
Furniture and equipment 106,125 77,034
Construction in progress 10,238 7,882
345,518 248,742

Less accumulated depreciation and
capitalized lease amortization 69,436 51,792
$276,082  $196,950

Property under capitalized leases in the amount of
$4,540,000 and $2,610,000 at December 28, 1997 and
December 29, 1996, respectively, is included in buildings
and leasehold improvements. Accumulated amortization
of such property amounted to $235,000 and $225,000 at
December 28, 1997 and December 29, 1996, respectively.
Capitalized leases relate to the buildings on certain restau-
rant properties. The land portions of the restaurant prop-
erty leases are accounted for as operating leases.

Depreciation and capitalized lease amortization expense
relating to property and equipment totaled $20,877,000,
$15,652,000 and $11,964,000 for 1997, 1996 and 1995,
respectively. Of these amounts, $210,000, $145,000 and
$105,000 related to capitalized lease amortization during
1997, 1996 and 1995, respectively.

The Company leases certain of its restaurants. The leases
generally provide for payment of minimum annual rent,
real estate taxes, insurance and maintenance and, in some
cases, contingent rent (calculated as a percentage of sales)
in excess of minimum rent. Total rental expense for all
operating leases is comprised of the following:

(in thousands) 1997 1996 1995

Minimum rent $10,452 $8,138 $7,300
Contingent rent 1,298 1,451 1,520
$11,750 $9,589 $8,820

The present value of capitalized lease payments and the
future minimum lease payments under noncancelable
operating leases (including leases executed for sites to
be developed in 1998) as of December 28, 1997 are
as follows:

Capitalized Operating
(in thougands) Leases Leases
1998 $ 642 $ 12483
1999 664 12,754
2000 691 12,159
2001 717 11,900
2002 741 11,764
Thereafter 11,308 103,691
Total minimum lease payments 14,763 $164,751
Less amounts representing interest 10,184
Present value of minimum lease payments $ 4,579
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8. Long-Term Debt
Long-term debt, including capitalized lease obligations, is
comprised of the following:

Dec. 28, Dec. 29,
(in thousands) 1997 1996
Unsecured notes payable; 7.70% interest
per annum, with principal payments
beginning in 1998; due May 2004
Secured bank note; 6.69% interest per
annum; due in quarterly installments
of principal and interest through
October 1998 600

Unsecured promissory notes issued in
connection with the acquisition of
restaurants; 8.00% interest per annum;
due in annual installments of
principal and interest through
February 2000

Unsecured promissory notes issued in
connection with the acquisition of
restaurants; 8.00% interest per annum;
due in two installments of principal
and interest in January and
December 1998 2,500 —

Capitalized lease obligations 4,579
Other 19 36

$20,000 $20,000

1,200

1,187 1,544

Total long-term debt 28,885 25,403
Less current portion of long-term debt 6,306 968
Long-term debt — less current portion $22,579 $24,435

During 1995, the Company obtained a $20,000,000
unsecured bank revolving credit facility that was to expire
on December 31, 1997. In September 1997, the terms of
the facility were amended to extend the expiration date to
December 31, 1998. Of this amount, $5,000,000 can be
utilized for standby letters of credit. The revolving credit
facility bears interest at LIBOR plus 0.60% or the prime
rate, at the Company’s option, and requires the Company
to pay a commitment fee of 0.15% on any unused portion
of the facility. As of December 28, 1997, no amounts were
outstanding under the facility. Standby letters of credit
issued under the facility totaling $1,887,000 and
$1,324,000 were outstanding as of December 28, 1997
and December 29, 1996, respectively.

The debt agreements contain various covenants and
restrictions which, among other things, require the main-
tenance of a stipulated fixed charge coverage ratio and
minimum consolidated net worth, as defined, and limit
additional indebtedness in excess of specified amounts.
The debt agreements also restrict the amount available for
the payment of cash dividends. At December 28, 1997,
retained earnings were not restricted for the payment of
cash dividends. The Company is currently in compliance
with the covenants of all of its debt agreements.

Maturities of long-term debt, including capitalized lease
obligations, for each of the five fiscal years subsequent to

December 28, 1997, ending during the years indicated,
are as follows:

(in thousandc)

1998 $6,306
1999 3,199
2000 3,249
2001 2,853
2002 2,874

The Company entered into a financing commitment in
January 1998 (see Note 16). As a result of this commit-
ment, the Company expects to refinance the $20,000,000
unsecured notes payable due in 2004, and to cancel the
$20,000,000 unsecured bank revolving credit facility.

9. Accrued Expenses and Other Current Liabilities
Accrued expenses and other current liabilities are com-
prised of the following:

Dec. 28, Dec. 29,

(in thousands) 1997 1996
Compensation and related taxes $ 9,060 $ 9,828
Gift certificates 4,129 3,826
Sales and use taxes 2,790 2,006
Insurance 4,473 1,596
Rent 2,782 2,477
Other 5,313 5,864
$28,547 $25,597

10. Loss on Disposition of Restaurants
and Equipment

In October 1996, the Company completed the sale of six
of its eight Company owned Applebee’s restaurants located
in the San Bernardino and Riverside counties of southern
California. The operations of the six restaurants and future
restaurant development in the market area were assumed
by an existing Applebee’s franchisee. The sales price was
$8,500,000 and a loss on the disposition of the properties
of $75,000 was recorded in the third quarter of 1996.
During the fourth quarter of 1996, the Company recog-
nized a loss of $2,500,000 primarily relating to the
intended disposition of the two remaining restaurants in
the territory.

11. Income Taxes

The Company and its subsidiaries file a consolidated fed-
eral income tax return. The combined earnings of IRC, a
pooled company, included earnings of limited partner-
ships which were not taxable entities for federal and state
income tax purposes. The accompanying consolidated
statements of earnings reflect provisions for income taxes
on a pro forma basis as if the Company were liable for fed-
eral and state income taxes on the earnings of IRC’s lim-
ited partnerships for periods prior to the IRC Merger at a
statutory rate of 39%.
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The income tax provision consists of the following:

(in thousands) 1997 1996 1995
Current provision:

Federal $22,016  $18,783  $15,163

State 3,693 3,800 2,849
Deferred provision (benefit) 1,001 128 (179)
Pro forma provision for income

taxes of pooled company — — 73
Income taxes $26,710 $22,711  $17,906

The deferred income tax provision is comprised of
the following:

(in thousands) 1997 1996 1995
Depreciation $2,270 $617 $ 13
Franchise deposits (534) 77 85
Allowance for bad debts (111) 345 (72)
Accrued expenses (758) 203 (125)
Property and equipment writedown 671 (935) —
Other (537) (279) (80)
Deferred income tax provision

(benefit) 1,001 128 (279)
Adjustment to tax basis of

pooled company — — (1,350)

Deferred income taxes related
to change in unrealized gain
(loss) on investments 57 3) 173

Net change in deferred income taxes $1,058 $125  $(1,356)

A reconciliation between the income tax provision and the
expected tax determined by applying the statutory federal
income tax rates to earnings before income taxes follows:

(in thousands) 1997 1996 1995
Federal income tax at statutory rates ~ $25,130  $21,254  $15,864
Increase (decrease) to income
tax expense:
Amortization of goodwill 280 276 281
State income taxes, net
of federal benefit 2,625 2,470 1,852
Merger costs — — 625
Tax exempt investment income (310) (338) (169)
Meals and entertainment
disallowance 278 317 258
FICA tip tax credit (1,598)  (1,136) (985)
Other 305 (132) 180
Income taxes $26,710  $22,711  $17,906

The net current deferred income tax asset amounts are
included in “prepaid and other current assets” in the
accompanying consolidated balance sheets. The significant
components of deferred income tax assets and liabilities
and the related balance sheet classifications are as follows:

Dec. 28, Dec. 29,
(in thousands) 1997 1996
Classified as current:
Allowance for bad debts $ 126 $ 15
Accrued expenses 1,003 245
Other, net (624) (495)
Net deferred income tax asset (liability) $ 505 $ (235)
Classified as non-current:
Depreciation $(1,786) $ 484
Franchise deposits 900 366
Other, net 454 516
Net deferred income tax asset (liability) $ (432) $1,366

12. Commitments and Contingencies

Litigation, Claimg and Digputes: As of December 28, 1997,
the Company was using assets owned by a former fran-
chisee in the operation of one restaurant under a purchase
rights agreement which required the Company to make
certain payments to the franchisee’s lender. In 1991, a dis-
pute arose between the lender and the Company over the
amount of the payments due the lender. Based upon a
then current independent appraisal, the Company offered
to settle the dispute and purchase the assets for
$1,000,000 in 1991. In November 1992, the lender was
declared insolvent by the FDIC and has since been liqui-
dated. The Company closed one of the three restaurants in
1994 and one of the two remaining restaurants in
February 1996. In the fourth quarter of 1996, the
Company received information indicating that the fran-
chisee’s indebtedness to the FDIC had been acquired by a
third party. In June 1997, the third party filed a lawsuit
against the Company seeking approximately $3,800,000.
The lawsuit remains in the discovery phase. The Company
believes it has meritorious defenses and will vigorously
defend this lawsuit. In the event that the Company were
to pay an amount determined to be in excess of the fair
market value of the assets, the Company will recognize a
loss at the time of such payment.

In addition, the Company is involved in various legal
actions arising in the normal course of business. While the
resolution of any of such actions or the matter described
above may have an impact on the financial results for the
period in which it is resolved, the Company believes that
the ultimate disposition of these matters will not, in the
aggregate, have a material adverse effect upon its business
or consolidated financial position.

Franchise Financing: The Company entered into an agree-
ment in 1992 with a financing source to provide up to
$75,000,000 of financing to Company franchisees to fund
development of new franchise restaurants. The Company
provided a limited guaranty of loans made under the agree-
ment. The Company’s maximum recourse obligation of
10% of the amount funded is reduced beginning in the
second year of each long-term loan and thereafter decreases
ratably to zero after the seventh year of each loan. At
December 28, 1997, approximately $48,000,000 had been
funded through this financing source, of which approxi-
mately $19,000,000 was outstanding. This agreement
expired on December 31, 1994 and was not renewed,
although some loan commitments as of the termination
date were thereafter funded through December 31, 1995.

Severance Agreements: The Company has severance and
employment agreements with certain officers providing
for severance payments to be made in the event the
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employee resigns or is terminated related to a change in
control (as defined in the agreements). If the severance
payments had been due as of December 28, 1997, the
Company would have been required to make payments
aggregating approximately $4,900,000. In addition, the
Company has severance and employment agreements with
certain officers which contain severance provisions not
related to a change in control, and such provisions would
have required aggregate payments of approximately
$3,900,000 if such officers had been terminated as of
December 28, 1997.

Apple South Divestiture Plan: As part of the agreement with
Apple South relating to the Virginia Acquisition (see Note
4), Apple South has also agreed to use its best efforts to sell
its other Applebee’s restaurants as soon as practical, result-
ing in its exit as an Applebee’s franchisee. To the extent any
restaurants are not divested by Apple South by December
31, 1999, the Company has an option to purchase the
remaining restaurants at a predetermined formula. The
Company and Apple South have committed to work
together to identify and approve qualified franchise groups
to acquire the remaining Apple South restaurants and to
effect an efficient transition of ownership. To assist in this
transition, the Company has agreed to provide the avail-
ability of guarantees up to 10% of the borrowings of qual-
ified franchise groups, up to a maximum of $10,000,000 in
the aggregate.

13. Stockholders’ Equity

On July 28, 1995, the Company completed a public offer-
ing of its common stock consisting of 2,100,000 shares
sold by the Company and 300,000 shares sold by certain
stockholders of the Company. In addition, the Company
and the selling stockholders granted the underwriters an
option to purchase 315,000 and 45,000 shares, respec-
tively, to cover over-allotments, which was exercised on
August 9, 1995. Net proceeds of $60,434,000, after
expenses, were received from the offering. A portion of the
net proceeds of the offering was used to retire approxi-
mately $12,500,000 of secured debt assumed in certain
acquisitions and to repay the outstanding balance of the
Company’s revolving credit facility of $5,000,000.

On September 7, 1994, the Company’s Board of Directors
adopted a Shareholder Rights Plan (the “Rights Plan”) and
declared a dividend, issued on September 19, 1994, of one
Right for each outstanding share of Common Stock of the
Company (the “Common Shares”). The Rights become
exercisable if a person or group acquires more than 15% of
the outstanding Common Shares, other than pursuant to
a Qualifying Offer (as defined) or makes a tender offer for
more than 15% of the outstanding Common Shares,
other than pursuant to a Qualifying Offer. Upon the
occurrence of such an event, each Right entitles the holder

(other than the acquiror) to purchase for $75 the eco-
nomic equivalent of Common Shares, or in certain cir-
cumstances, stock of the acquiring entity, worth twice as
much. The Rights will expire on September 7, 2004 unless
earlier redeemed by the Company, and are redeemable
prior to becoming exercisable at $0.01 per Right.

14. Employee Benefit Plans

Employee Stock. Option Plan: During 1989, the Company’s
Board of Directors approved the 1989 Employee Stock
Option Plan (the “1989 Plan™) which provided for the
grant of both qualified and nonqualified options as deter-
mined by a committee appointed by the Board of
Directors. At the 1995 Annual Meeting of Stockholders,
the 1989 Employee Stock Option Plan was terminated,
and the 1995 Equity Incentive Plan (the “1995 Plan”) was
approved. Stock options outstanding under the existing
1989 Stock Option Plan were not affected by the termi-
nation of that plan.

Options under the 1989 Plan were granted for a term of
three to ten years and were generally exercisable one year
from date of grant. The 1995 Plan allows the granting of
stock options, stock appreciation rights, restricted stock
awards, performance unit awards and performance share
awards (collectively, “Awards”) to eligible participants. The
number of shares authorized to be issued pursuant to the
1995 Plan is 2,300,000. Options granted under the 1995
Plan during 1995 have a term of five to ten years and are
generally exercisable three years from date of grant.
Options granted under the 1995 Plan during 1996 and
1997 have a term of ten years and are generally 50% exer-
cisable three years from date of grant, 25% exercisable four
years from date of grant, and 25% exercisable five years
from date of grant. Subject to the terms of the 1995 Plan,
the Committee has the sole discretion to determine the
employees who shall be granted Awards, the size and types
of such Awards, and the terms and conditions of such
Awards. Under both plans, the option price for both qual-
ified and nonqualified options as of the date granted can-
not be less than the fair market value of the Company’s
common stock.

The Company accounts for both plans in accordance with
APB Opinion No. 25 which requires compensation cost
to be recognized based on the excess, if any, between the
quoted market price of the stock at the date of grant and
the amount an employee must pay to acquire the stock.
Under this method, no compensation cost has been recog-
nized for stock option awards.
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Had compensation cost for the Company’s stock-based
compensation plans been determined based on the fair
value as prescribed by SFAS No. 123 (see Note 2), the
Company’s net earnings and net earnings per common
share would have been reduced to the pro forma amounts

indicated below:

(in thousands, except per share amounts) 1997 1996 1995
Net earnings, as reported $45,091  $38,014  $27,420
Net earnings, pro forma $41,119  $32,863  $25,613
Basic net earnings per common

share, as reported $ 144 $ 122 $ 094
Basic net earnings per common

share, pro forma $ 131 $ 105 $ 087

Diluted net earnings per common
share, as reported

Diluted net earnings per common
share, pro forma $ 130 $ 104 $ 086

$ 143 $ 121 $ 092

The weighted average fair value at date of grant for
options granted during 1997, 1996 and 1995 was
$12.76, $15.14 and $14.77 per share, respectively, which,
for the purposes of this disclosure, is assumed to be amor-
tized over the respective vesting period of the grants. The
fair value of each option grant is estimated on the date of
grant using the Black-Scholes option-pricing model with
the following weighted average assumptions used for
grants in 1997, 1996 and 1995: dividend yield of 0.3%
for all years; expected volatility of 56.0%, 58.1% and
63.4%, respectively; risk-free interest rate of 5.7%, 6.2%
and 6.4%, respectively; and expected lives of 4.6, 4.9 and

4.0 years, respectively.

Transactions relative to both plans are as follows:

1995 Plan 1989 Plan
Weighted Weighted
Average Average
Number of Exercise  Number of Exercise
Options Price Options Price
Options outstanding at
December 25, 1994 — — 1594,679 $11.29
Granted 891,300 $28.01 163,000 $18.80
Exercised — — (588,038) $ 7.92
Canceled (15,000) $28.50 (71,100) $15.59
Options outstanding at
December 31, 1995 876,300 $28.00 1,098,541 $13.92
Granted 1,073,701  $27.99 — —
Exercised — — (282,438) $27.46
Canceled (120,658) $28.39 (4,400) $13.73

Options outstanding at

December 29, 1996 1,829,343 $27.97 811,703 $14.09

Granted 142,825  $24.98 — —
Exercised (2.167) $25.88 (160,887) $13.29
Canceled (228,902) $28.03  (10,804) $20.52

Options outstanding at

December 28, 1997 1,741,099 $27.72 640,012 $14.17

Options exercisable at
December 28, 1997 214,000 $26.23 640,012 $14.17

Options available for grant

at December 28, 1997 556,734 —

31

The following table summarizes information relating
to fixed-priced stock options outstanding for both plans at
December 28, 1997:

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Remaining  Average Average
Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price  Exercisable Price

1989 Plan:

$ 3.02t0 $ 7.63 28,562 39years $ 4.62 28,562 $ 4.62
$11.83 to $14.69 521,950 3.7 years $13.74 521,950 $13.74
$19.25 to $21.88 89,500 2.6 years $19.78 89,500 $19.78

$ 3.02 to $21.88 640,012 3.5years $14.17 640,012 $14.17

1995 Plan:
$22.75 to $25.75 258,358 6.0 years $24.98 130,000 $24.97
$28.00 to $29.25 1,482,741 8.1years $28.19 84,000 $28.18

$22.751t0 $29.25 1,741,099 7.8years $27.72 214,000 $26.23

Employee Retivement Plan: During 1992, the Company
established a profit sharing plan and trust in accordance
with Section 401(k) of the Internal Revenue Code. Prior
to 1997, the Company matched 25% of employee contri-
butions, not to exceed 2% of the employee’s total annual
compensation, with the Company contributions vesting at
the rate of 20% each year beginning after the employee’s
second year of service. The Company adopted amend-
ments to the 401(k) plan which were effective beginning
in 1997. The Company’s matching contributions were
increased to 35% and 50% of employee contributions in
1997 and 1998, respectively, not to exceed 2.8% and
4.0%, respectively, of the employee’s total annual compen-
sation, and will be made in shares of the Company’s com-
mon stock. The Company’s contributions vest at the rate
of 60% after the employee’s third year of service, 80% after
four years of service and 100% after five years of service.
The number of common shares authorized pursuant to
the 401(k) plan is 50,000. During 1994, the Company
established a non-qualified defined contribution retire-
ment plan for key employees. The Company’s contribu-
tions under both plans in 1997, 1996 and 1995 were
$702,000, $570,000 and $312,000, respectively.

Employee Stock. Firchase Plan: During 1996, the Company
established an employee stock purchase plan in accordance
with Section 423 of the Internal Revenue Code, and the
plan was approved at the 1997 Annual Meeting of
Stockholders. The plan allows employees to purchase
shares of the Company’s common stock at a 10% discount
through payroll deductions. The number of common
shares authorized pursuant to the plan is 200,000. During
1997, employees purchased 20,143 shares under this plan.

Employee Stock. Ownership Plan: The Company’s Board of
Directors approved an employee stock ownership plan in
January 1997. The Company’s contributions to this plan
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are completely discretionary and will be made in shares of
the Company’s common stock. The Company’s contribu-
tion to the plan was $500,000 for 1997.

15. Related Party Transactions

The Company and certain franchisees have obtained
restaurant equipment from a company owned by an indi-
vidual who is related to a person who was a director of the
Company until May 1997. During 1997, 1996 and 1995,
the Company paid $264,000, $426,000 and $3,128,000,
respectively, for equipment and services purchased from
this company.

The Company leases a restaurant site from a corporation
whose ownership is composed of certain current and for-
mer stockholders, directors and officers of the Company.
The lease has a term of 20 years with two renewal options.
The lease provides for rentals in an amount equal to
approximately 7% of gross sales of the restaurants. During
1995, the Company entered into an agreement with this
party to lease additional parking space at the same site.
Rents incurred under both leases totaled $166,000,
$185,000 and $186,000 for 1997, 1996 and 1995, respec-
tively, and are included in direct and occupancy costs in
the consolidated statements of earnings.

The Company leases a restaurant site from a partnership
in which a former director, who is related to a person who
was a director of the Company until May 1997, holds a
50% interest. The lease has a term of 20 years with two
options to renew. The lease provides for rentals in an
amount equal to approximately 7% of gross sales of the
restaurant. Rents incurred under the lease were $128,000
for 1997 and $113,000 for both 1996 and 1995, and are
included in direct and occupancy costs in the consolidated
statements of earnings.

The Company leases certain office space under an operating
lease from a partnership in which a person, who was a direc-
tor of the Company until August 1997 and who remains a
significant stockholder of the Company, holds a 37.5%
interest. The lease expires in December 1998 and is renew-
able for one-year terms at the Company’s option. Rents
incurred under the lease were $120,000, $104,000 and
$84,000 for 1997, 1996 and 1995, respectively, and are
included in general and administrative expenses in the con-
solidated statements of earnings.

16. Subsequent Events

On January 22, 1998, the Company entered into a loan
commitment with Merrill Lynch Capital Corporation to
provide $225,000,000 in senior secured credit facilities,
consisting of an eight-year senior secured term loan of
$125,000,000 and a five-year secured revolving credit
facility of $100,000,000.

The Company anticipates that it will use the proceeds of
the facilities approximately as follows:

« $105,000,000 to fund the Virginia Acquisition
(including related transaction fees and expenses);

« $20,000,000 to refinance certain existing indebted-
ness currently bearing interest at 7.70% (see Note 8);
and

« $100,000,000 for ongoing working capital needs and
general corporate purposes (including stock repur-
chases as described below).

Up to $50,000,000 of the facilities will be available to fund
repurchases of the Company’s common stock. Since
December 28, 1997 and through March 9, 1998, the
Company has repurchased 1,270,000 shares of its com-
mon stock at an aggregate value of $25,000,000, pursuant
to plans approved by the Company’s Board of Directors.
The Company contemplates additional purchases of up to
$25,000,000 subject to the completion of the financing
discussed above.

The senior term loan is expected to bear interest at LIBOR
plus 2.25% and require semi-annual principal payments
aggregating $1,250,000 per year for each of the first seven
years, with the remaining $116,250,000 due during the
eighth year. The revolving credit facility is expected to bear
interest at LIBOR plus 1.375%.

Both the senior term loan and the revolving credit facility
will be subject to standard other terms, conditions,
covenants, and fees and will be secured by the common
stock of each of the Company’s present and future sub-
sidiaries and all intercompany debt of the Company and
such subsidiaries. The loan commitment is anticipated to
close concurrently with the Virginia Acquisition (see Note 4).
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In February 1998, the Company entered into an agree- development in the market area will be assumed by an exist-
ment to sell its six restaurants located in the Long Island, ing Applebee’s franchisee. The Company expects the sale to
New York area for approximately $10,000,000 in cash. close in the second quarter of 1998 with minimal effect, if
The operations of the restaurants and future restaurant any, on its consolidated net earnings or financial position.

17. Quarterly Results of Operations (Unaudited)
The following presents the unaudited consolidated quarterly results of operations for 1997 and 1996.

1997 1996
Fiscal Quarter Ended Fiscal Quarter Ended
March 30, June 29, Sept. 28, Dec. 28, March 31, June 30,  Sept. 29, Dec. 29,
(in thovsands, except per shave amounts) 1997 1997 1997 1997 1996 1996 1996 1996
Revenues:
Company restaurant sales $100,843 $114,775 $117,607 $118,948 $82,640 $ 91,116 $ 92,969 $ 92,265
Franchise income 15,409 15,917 16,260 16,061 12,401 13,469 14,105 14,166
Total operating revenues 116,252 130,692 133,867 135,009 95,041 104,585 $107,074 $106,431
Cost of Company restaurant sales:
Food and beverage 27,721 31,661 32,228 32,859 23,351 25549 26,172 25,462
Labor 32,101 36,025 37,914 39,125 26,859 28,292 29,027 28,791
Direct and occupancy 26,022 28,419 28,884 30,871 20,463 22,865 22,049 22,363
Pre-opening expense 510 902 864 1,385 249 925 865 1,518
Total cost of Company restaurant sales 86,354 97,007 99,800 104,240 70,922 77,631 78113 78,134
General and administrative expenses 12,446 13,109 13,060 13,964 10,385 11,109 11,152 11,241
Amortization of intangible assets 568 857 913 920 588 570 570 565
Loss on disposition of restaurants and equipment 233 251 262 463 115 424 183 2,596
Operating earnings 16,651 19,468 19,742 15,422 13,031 14,851 17,056 13,895
Other income (expense):
Investment income 933 446 180 275 801 597 694 771
Interest expense (359) (473) (407) (466) (446) (434) (363) (328)
Other income 148 90 58 93 105 200 205 90
Total other income (expense) 722 63 (169) (98) 460 363 536 588
Earnings before income taxes 17,373 19,531 19,573 15,324 13491 15214 17,592 14,428
Income taxes 6,497 7,305 7,320 5,588 5,126 5,639 6,598 5,348
Net earnings $ 10,876 $ 12,226 $ 12,253 $ 9,736 $8365 $ 9575 $ 10,994 $ 9,080
Basic net earnings per common share $ 035 $ 039 $ 039 $ 031 $ 027 $ 031 $ 035 % 029
Diluted net earnings per common share $ 034 $ 039 $ 039 $ 031 $ 027 $ 030 $ 035 $ 029
Basic weighted average shares outstanding 31,310 31,370 31,444 31,478 31,033 31,148 31,277 31,295
Diluted weighted average shares outstanding 31,606 31,611 31,692 31,654 31,338 31,553 31,680 31,600

by,
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Independent
Auditors’ Report

Applebee’s International, Inc.:

We have audited the accompanying consolidated balance
sheets of Applebee’s International, Inc. and subsidiaries
(the “Company™) as of December 28, 1997 and December
29, 1996, and the related consolidated statements of earn-
ings, stockholders’ equity and cash flows for each of the
three fiscal years in the period ended December 28, 1997.
These consolidated financial statements are the responsi-
bility of the Company’s management. Our responsibility is
to express an opinion on these consolidated financial state-
ments based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the consolidated financial statements
are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts
and disclosures in the consolidated financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of Applebee’s
International, Inc. and subsidiaries at December 28, 1997
and December 29, 1996, and the consolidated results of
their operations and cash flows for each of the three fiscal
years in the period ended December 28, 1997 in confor-
mity with generally accepted accounting principles.

Deloitte & Touche LLP

Kansas City, Missouri
February 13, 1998

(March 9, 1998 as to the
third paragraph of Note 16)

Common Stock
Information

The Company’s common stock trades on the Nasdaq
National Market tier of The Nasdaq Stock Market under
the symbol APPB. The table below sets forth for the fiscal
quarters indicated the reported high and low sale prices of
the Company’s common stock, as reported on The Nasdaq
Stock Market. At December 28, 1997, there were 1,282
stockholders of record.

1997 1996

High Low High Low

First Quarter $31.13 $23.88 $25.75 $17.75
Second Quarter $27.50 $20.13 $32.50 $25.00
Third Quarter $30.38 $24.00 $34.25 $25.00
Fourth Quarter $25.44  $18.00  $30.00  $23.12

An annual dividend of $0.07 per common share was
declared on November 25, 1996 for stockholders of record
on December 6, 1996, and the dividend was payable on
January 13, 1997. An annual dividend of $0.08 per com-
mon share was declared on December 10, 1997 for stock-
holders of record on December 22, 1997, and the dividend
was payable on January 26, 1998.
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NUMBER OF RESTAURANTS NUMBER OF RESTAURANTS
State or Country Franchise Company Total System State or Country Franchise Company Total System
Rio Rio Rio Rio Rio Rio
Applebegs Bravo Applebees Bravo Applebegs Bravo Applebees Bravo Applebees Bravo Applebees Bravo
DOMESTIC: DOMESTIC: (continved)
Alabama 15 1 — — 15 1 New York 27 2 6 — 33 2
Arizona 17 — — — 17 — North Carolina 34 2 — — 34 2
Arkansas 6 1 — — 6 1 North Dakota 5 1 — — 5) 1
California 48 — 8 — 56 — Ohio 50 3 — — 50 3
Colorado 22 — — — 22 — Oklahoma 9 — — — 9 —
Connecticut 1 = — — 1 = Oregon 7 = = — 7 =
Delaware 3 — — — 3 — Pennsylvania 17 — 8 — 25 —
Florida 62 1 — 10 62 11 Rhode Island — — 4 — 4 —
Georgia 37 4 7 8 44 12 South Carolina 35 1 — — 35 1
Idaho 3 — — — 3 — South Dakota 2 — — — 2 —
1linois 39 1 — 42 1 Tennessee 40 — — 4 40 4
Indiana 36 2 — — 36 2 Texas 20 — 21 — 41 —
lowa 17 — — — 17 — Utah 6 — — — 6 —
Kansas 8 2 9 2 17 4 Vermont — — 2 — 2 —
Kentucky 21 1 — — 21 1 Virginia 41 1 — — 41 1
Louisiana 15 — — — 15 — Washington 11 — — — 11 —
Maine — — 2 — 2 — West Virginia 9 — — — 9 —
Maryland 14 — — — 14 — Wisconsin 23 — — — 23 —
Massachusetts — — 16 — 16 — Wyoming 2 — — — 2 —
Michigan 6 — 29 4 35 4
Minnesota — — 28 2 28 2
Mississippi 10 _ _ _ 10 _ INTERNATIONAL:
Missouri 7 1 2 1 29 2 Canada 6 - = = 6 -
Montana 5 . . . 5 . Curacao 1 — — — 1 —
Nebraska 8 S — — 8 = Germany 3 - = - 3 -
Nevada - — 10 — 10 — Greece 1 - = - 1 =
New Hampshire — _ 9 _ 9 _ The Netherlands 4 — — — 4 —
New Jersey 12 — — — 12 — §\£Vg(je_n _________ 1 - T ___= 1 =
New Mexico 4 — 6 — 10 — Total 770 24 190 31 960 55

@ Applebee’s
@ RioBravo

The above table sets forth the 48 states and the six
international countries in which Applebee’s and Rio
Bravo Cantina restaurants are located and the number

of restaurants operating in each state or country as of
December 28, 1997.
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Board of Directors

Date in parentheses indicates year elected to board.

Abe J. Gustin, Jr,
Chairman of the Board
Applebee’s International, Inc.

D. Patrick Curran %2 t¢2
Chairman and Chief
Executive Officer

The Curran Companies

Eric L. Hansen 23 (%)
Shareholder in Holman,

McCollum, and Hansen, P.C.

Attorneys

Jack P. Helms 22 @
Principal and Shareholder in
Goldsmith, Agio, Helms and
Company

Lloyd L. Hill ® =

Chief Executive Officer,
President and Chief
Operating Officer
Applebee’s International, Inc.

Robert A. Martin ¢
Executive Vice President

of Marketing

Applebee’s International, Inc.

Burton M. Sack
Retired former executive
Applebee’s International, Inc.

Committee Memberships
1 Audit
2 Executive Compensation

Kenneth D. Hill 3 Nominating

Formerly consultant for
Governmental Affairs

and Industry Relations
Applebee’s International, Inc.

Corporate Information

Corporate Headquarters
4551 West 107th Street
Overland Park, Kansas 66207
(913) 967-4000

Fax: (913) 341-1694

Independent Accountants
Deloitte & Touche LLP

1010 Grand Avenue, Suite 400
Kansas City, Missouri 64106

SEC Form 10-K

Shareholders may receive a copy of the Company’s 1997
Annual Report to the Securities and Exchange Commission
on Form 10-K free of charge by writing or calling the Investor
Relations Department at Applebee’s corporate headquarters,
as listed above.

Financial Community Information

Inquiries from institutional investors, financial analysts, regis-

tered representatives, portfolio managers and individual share-
holders should be directed to: Bill Lackey, Director of Investor

Relations, at Applebee’s corporate headquarters, as listed above.

Telephone: (913) 967-8196, Fax: (913) 341-4970.

Registrar and Transfer Agent
American Stock Transfer & Trust Co.
40 Wall Street

New York, New York 10005

(212) 936-5100

Officers

Abe J. Gustin, Jr.
Chairman of the Board

Lloyd L. Hill

Chief Executive Officer,
President and Chief

Operating Officer

Robert A. Martin

Executive Vice President

of Marketing

George D. Shadid
Executive Vice President, Chief
Financial Officer and Treasurer
Louis A. Kaucic

Senior Vice President

of Human Resources

Steven K. Lumpkin

Senior Vice President

of Strategic Development
Stuart F. Waggoner
President and Chief

Executive Officer

Rio Bravo International, Inc.

Annual Meeting

Larry A. Cates

President of International
Division

W. Matthew Carpenter
Vice President of Training
Robert A. Hoffmeister
Vice President of Operations
Richard K. Horn

Vice President of

Concept Development
William L. McClave
Vice President of Marketing
Mark A. Peterson

Vice President and Controller
Robert T. Steinkamp
Vice President, Secretary
and General Counsel

Harry B. Stroup

Vice President of Development
John A. Weber

Vice President of Purchasing

Shareholders are cordially invited to attend the 1998 Annual
Meeting of Stockholders which will be held at 10:00 a.m.,
CDT, on May 6, 1998 at the Overland Park Marriott,
10800 Metcalf, Overland Park, Kansas 66210.

Management urges all shareholders to vote their proxies
and thus participate in the decisions that will be made at

this meeting.

Dividends

The 1997 annual dividend was 8 cents per share, paid in

January 1998.

Shareholders

There were approximately 30,000 beneficial shareholders includ-
ing 1,282 shareholders of record as of December 28, 1997.

Stock Listing

The Company’s common stock trades on the Nasdaq
National Market tier of The Nasdaq Stock Market under

the symbol APPB.

Trademarks

The following are registered trademarks of Applebee’s
International, Inc. and Subsidiaries: Applebee’s Neighborhood
Grill & Bar®, Applebee’s Neighborhood Grill & Bar and
Design®, Applebee’s and Design®, America’s Favorite Neighbor®,
Rio Bravo Cantina®, Rio Bravo Cantina and Design®, You
Belong at Applebee’s®, Skillet Sensations™.

Design: The Falk Design Group, St. Louis
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Ovwr Valves ... Desired Standards

Teamwork: We cooperate and collaborate for the good of the team, its
members and the Company. We treat each other with dignity, fairness and
respect. We foster open communications in all directions and encourage
candor and effective feedback.

Regults: We continuously establish and achieve measurable, challenging
goals that remain true to our values and guiding principles.

In‘f‘agyi‘l’q: We establish trust and trustworthiness through our words
and actions, first in ourselves and then in our teams and our Company.

Faggion for Service: We always put the customer first, both internal
and external. We strive to delight our guests.

Ovr @viding, Frinciples ... Fundamental Trvthg
Have Funl: We keep smiling ... and look for reasons to laugh.

Create Balance: We strive for balance ... in our work life and
in our personal life. We seek to balance the long-term and short-term,
effort and results.

Innovate: We seek to continuously improve. We take measured risks ...
making and allowing mistakes, and learning from them. We think cutting
edge and focus on adding value.

Operations Driven/User ﬁ’iandh’: We keep the restaurant guest in
mind in everything we do. We design products, systems and forms with
the end-user customer in mind.

A special thanks to all the Applebee’s and Rio Bravo
ompfol/lc% and cugtomers who appeared in this report.



Applebee’s International, Inc.
4551 West 107th Street
Overland Park, Kansas 66207
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