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O’Charley’s

O’Charley’s, one of the leading
casual-dining restaurant concepts in
the Southeast and Midwest, constantly
creates new flavor combinations to
keep menus fresh, innovative and
memorable in the marketplace.
Perennial favorite, Chicken O’ Tenders,
sparked the development of Pretzel
Crunch Chicken, a familiar flavor
with a different twist that delighted
guests, doubled sales projections as
a Limited Time Offer and joined the
permanent menu. Cedar-Planked
Tilapia and Good Time Grillers
followed the same path to popularity
to join long-time favorites Louisiana
Sirloin, California Chicken Salad and
Ooey Gooey Caramel Pie. Exciting
new flavors team up with a great
dining experience and the result lives
up to O’Charley’s promise of Good
Food and Good Times every time

a guest walks through the door.

Ninety Nine Restaurant

The Ninety Nine Restaurant is New
England’s leading casual-dining concept
and has earned a strong reputation as
a friendly, comfortable place to gather
and enjoy great food and great drink
at a terrific price. Serving over 20
million guests each year, and recog-
nizing that many of these guests are
looking for more creative flavors each
time they visit, the menu is refreshed
throughout the year with menu
options based on new culinary
trends. Recent additions include
Cedar Plank Salmon, Fire Grilled
Ribeye with a wild mushroom ragout
and Chicken Marsala. Traditional
favorites like the Broiled Sirloin Tips
and the Boneless Buffalo Wings, on
which the Ninety Nine’s reputation
was built, will continue to be offered.
Regardless of your taste preference,

you'll always come back for more.

Stoney River Legendary Steaks

Breaking through the steakhouse
stereotype, Stoney River’s upscale
casual appeal and exemplary service
underscore an inventive menu featuring
steak and off-the-beaten-path
delights. Guests savor perfectly
seasoned premium, center-cut steaks
accompanied by fine wines and the
relaxing vibe of a first-class mountain
lodge. Curious palates are never
disappointed with selections of
Tempura Lobster Tail, Coffee-Cured
Filet or Horseradish Encrusted
Grouper followed by the sumptuous
Cappuccino Créme Brulee or
Triple-Layer Chocolate Ganache
Cake. The concept appeals to a
broad cross-section of guests, ranging
from friends unwinding after work

to couples celebrating anniversaries
and business groups in search

of comfortable, private-dining
accommodations, all at less-than-

special-occasion prices.



Financial Highlights

Fiscal Years

(In thousands, except per share data) 2007 2006

For the Year

Revenues $977,752  $989,524
Income from operations $ 17,827 $ 40,485
Net earnings $ 7,232 $ 18,890
Diluted earnings per share $ 031 $ 080
Weighted average shares outstanding—diluted 23,644 23,588
At Year End

Total assets $648,983  $688,638
Long-term debt and capitalized lease obligations, net $145,235  $154,357
Total shareholders’ equity $365,526  $380,826

[
‘® A Passion to Serve®

Guests = Each Other = Stakeholders = Community

Our Vision:

We are a relationship-based company with A Passion to Serve® our guests and each other.
We will be the “Best of Class” in _food and service in our segments of the restaurant industry.

Our Mission:

Together, we will achieve our vision by focusing on:
Guests Complete dedication to every guest who walks through the door to ensure that they are bighly satisfied
with their entire experience.

Each Other Commitment to living A Passion to Serve® daily. Providing the tools, education and opportunities for
each team member’s personal success.

Stakeholders Relentless pursuit of growth opportunities to maximize sales and profits.

Community Active involvement in building community relationships and making a positive difference.
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To Our Sharebolders, Team Members, Guests and Business Partners,

Last year was a challenging one for O’Charley’s Inc. and many of the other
companies serving the casual-dining market. Consumers confronted rising fuel
and utility bills as well as the problems associated with the housing market, all
of which impacted restaurant traffic. We, as operators, faced rising commodity
and operating expenses. Against this difficult backdrop, we continued to make
progress by strengthening virtually every facet of our company. As a result of
the actions taken during the past year, we believe that we will emerge in a better
position to achieve long-term and consistent growth in sales and profitability once
the economy improves.

Let me review some of the highlights from fiscal 2007:
m For the year, net earnings per diluted share were $0.31, compared with $0.80 in the prior year. Adjusting for
certain non-comparable items, we increased adjusted earnings per share to $0.96 from $0.82!

m  Average check increased at all three of our concepts as we continued to improve the quality of our menu, food
and beverage products and execution in a difficult environment.

m  While guest counts declined at O’Charley’s due, in part, to the continued elimination of the Kids Eat Free
program, the concept’s management team did an outstanding job of managing restaurant margins during the
2007 fiscal year.

m  Ninety Nine achieved positive same store sales growth in the past year in the highly competitive and challenging
New England market which is a testament to the strength of the concept, management team and the loyalty of
its guest base.

m  We implemented the first quarterly dividend in our history reflecting the company’s strong cash flow.

m  We bought back approximately 8% of our outstanding shares and earlier in 2008 our Board of Directors approved
a $20 million increase in the company’s share repurchase authorization. With the increased authorization, the
company can repurchase an additional $40 million of its common stock.

m  We sold the commissary and outsourced manufacturing and distribution operations which will result in
considerable cost savings and is a significant step in our company’s transformation process.

AGGRESSIVE ROLL-OUT OF REBRANDING INITIATIVES PLANNED FOR 2008

Late last year, we announced our intention to proceed with our rebranding initiatives—~Project RevO’lution for
O’Charley’s and Project Dressed lo the Nines for Ninety Nine. For 2008, our plans call for the completion of between
65 and 70 Project RevO’lution rebrandings and between 38 and 42 Project Dressed to the Nines rebrandings. We
expect to substantially complete the rebranding initiatives for both restaurant concepts by the end of 2009. These
rebranding initiatives include the remodeling and re-imaging of the restaurants, staff training, and the introduction
of new service standards, plateware and uniforms.

We made the decision to accelerate the roll-out of our rebranding program following an extensive period of testing.
The performance of our rebranded restaurants completed prior to our announcement exceeded our expectations.
In addition, guest reaction to our rebranded restaurants has been quite favorable. An important element of
our transformation strategy, we believe that the roll-out of these initiatives will create a point of competitive
differentiation between our brands and the competition, and will help us to position the company for long-term
growth and profitability. We have slowed our new restaurant development to focus on these roll-outs which we
believe will serve to position our brands as the preferred casual-dining alternative for our guests.

STRATEGIC PLAN 2007: A YEAR OF PROGRESS

A little more than two years ago, we embarked upon a program to transform O’Charley’s Inc. We examined every
facet of our company and implemented a strategy to improve our operating performance, enhance the experience
of our guests at our restaurants and deliver shareholder value. Our strategies and initiatives have centered on three
key elements: building a winning team, improving the “box economics” and enhancing guest satisfaction. The

'Adjusted earnings per share is a non-GAAP financial measure. A reconciliation to the appropriate GAAP financial measure was presented in the
company’s press release of February 7, 2008, which is available on the company’s Web site at www.ocharleysinc.com.
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OUR Project RevO’lution REBRANDED BUILDING

“All three concepts are delivering the best

and highest quality menu offerings in our

company’s history and we continue to offer

a wide variety in terms of pricing on both

menu items and on our limited time offers.”
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following segments of this letter will be devoted to providing you with an update on the progress we made with
each of these initiatives.

“Winning Team” Continues to Grow

During the past year, we continued to strengthen the organization through additions and promotions and
continue to believe that we have one of the strongest management teams in the industry.

Last year, we named Michael K. Ellis to the new position of chief development officer. Mike is responsible for
sourcing and securing sites for new restaurants, identifying and implementing strategies to reduce energy and
maintenance costs, and managing the construction process for our rebranding programs. Mike has a tremendous
amount of experience in all aspects of development, from new construction to renovation and is extremely well-
qualified to help us achieve our development goals.

We also restructured our human resources organization last year to better align our resources with our field
operations organization and to reduce G&A costs. As part of these changes, Dr. Steve McMillen was promoted to
the new position of vice president of training and human resource development and is directing all of the company’s
training and human resource development activities. Bob Luz was promoted to the new position of vice president of
field human resources. Also as part of our restructured human resources organization, we named Jeffrey Campbell
vice president of human resources for the O’Charley’s concept earlier this year. Jeff is responsible for field human
resources for the O’Charley’s concept and all headquarters’ functions. Through their combined efforts, we are
assessing our operations teams, targeting the development needs, and putting the appropriate training in place
to address those needs.

Our business plan for 2008 also includes enhancements to our training programs, further investment in leadership
development and additional focus on improving staffing of our restaurants with qualified team members. Our new
labor scheduling process, in particular, has proven to be quite helpful to us in staffing as well as in improving
guest satisfaction and labor cost.

“Box Economics” Improve

One of our stated goals has been to improve the “box economics,” which we define as the relationship between
the investment in our restaurants and the sales and related operating margin that those sales should produce. In
terms of improving the box economics, besides Project RevO’lution and Project Dressed to the Nines, our development
teams are keenly focused on construction, building and furniture fixtures and equipment costs. We have new
prototypes at both O’Charley’s and Ninety Nine, the designs of which have resulted in improved operating
efficiencies. While we may have slowed our new restaurant development efforts, we are re-engineering the
new restaurant opening process to save additional costs as well. Also, our supply chain conversion will result
in considerable savings this year and will help offset higher commodity costs.

An important element of improving the box economics is increasing the profitability of every guest we serve.
Average check increased at all three of our concepts. The decline in guest counts at O’Charley’s was not unexpected
and was due in part to our decision to phase out the Kids Eat Free offering as well as to reduce the level of coupon
and price promotions. While we lost some of our more price-sensitive guests at O’Charley’s, we continue to
believe that the core O’Charley’s guest places considerable value on great food with unique flavor profiles and a
higher level of service. The O’Charley’s concept senior management team and general managers and their team
members continue to do a terrific job of enhancing the brand, improving the execution and the quality of our
menu offerings.

The consumer and competitive environment in New England grew more challenging as the year progressed;
however, Ninety Nine achieved positive same store sales growth for the 2007 fiscal year. This is a testament to
the brand loyalty of the concept. Ninety Nine’s senior management, general managers and their team members
continue to deliver a wide variety of quality menu items at a great value.

Stoney River continues to perform well; however, upscale restaurants have not been immune from the effects of
a slowing economy. The concept enjoys a high degree of guest loyalty highlighted by the fact that the Stoney River
restaurant in Duluth, Georgia, was ranked by the Atlanta Business Chronicle as one of the top two dinner-only
restaurants in the Atlanta market in terms of sales. Again, our managing partners and their teams did a great job at
managing margins this year.

We continue to take a highly disciplined and moderate approach to our new restaurant development activities
in the wake of rising operating and construction costs. A little over two years ago, we made the decision to slow
the pace of our expansion efforts in order to concentrate on improving the profitability and performance of our
existing restaurants. For 2008, we plan to open three to five company-owned O’Charley’s, two to four Ninety Nine
restaurants and one or two Stoney River Legendary Steaks restaurants.
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NINETY NINE IS Dressed to the Nines

“Ninety Nine received the ninth annual

Restaurant Neighbor Award during the
National Restaurant Association’s 2007 Public

Affairs Conference in Washington, D.C.”

Concept Highlights a vear ena

LOCATIONS SALES AVERAGE CHECK
O’Charley’s 240 $618.2 Million $12.65
Stoney River 10 $ 40.0 Million $44.62
Ninety Nine 115 $311.3 Million $14.64
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Enbancing Guest Satisfaction Through A Passion to Serve®

Our third strategic focus is achieving high guest satisfaction. With the uncertain economy, this is even more
challenging and has never been more important. Project RevO’lution and Project Dressed to the Nines are more
than remodeling programs and include a retraining of our team members to further improve their focus on
achieving high guest satisfaction. Both Ninety Nine and O’Charley’s have rolled out “Ideal Dining Experience”
training tools, which have been immediately embraced by our restaurant team members.

A part of achieving high guest satisfaction is involvement in the communities in which we operate. Ninety Nine
received the ninth annual Restaurant Neighbor Award during the National Restaurant Association’s 2007 Public
Affairs Conference in Washington, D.C. on September 25 in the large business category and received $5,000 to
continue community outreach. The Restaurant Neighbor Award honors restaurant companies that have gone above
and beyond in giving back to their communities. Through involvement with the Pine Street Inn and the Boys &
Girls Clubs of America, Ninety Nine prides itself on delivering A Passion to Serve® in the communities in which
it does business.

We continue to be guided by the principle that the best marketing takes place within the four walls of our
restaurants. We remain focused on driving guest satisfaction through A Passion to Serve®, the operating philosophy
that we introduced in 2006. In addition to attentive service, central to driving guest satisfaction are our menu
offerings which feature unique flavor profiles. All three concepts are delivering the best and highest quality menu
offerings in our company’s history and we continue to offer a wide variety in terms of pricing on both menu items
and on our limited time offers. These menu items are developed by our highly creative teams that include Stephen
Bulgarelli, vice president of culinary development at the O’Charley’s concept; George Tagarelis, vice president of
R&D at Ninety Nine; and Larry Taylor, our chief supply chain officer. They are working together to develop new
products to enhance our menu offerings at all three concepts. In our future limited time offers, we will be adding
some very exciting products and presentations. The O’Charley’s R&D team won the 2008 Nation’s Restaurant News
MenuMasters Award in the category of Best Menu Revamp. The award commended the team for the “extremely
successful revamp of the O’Charley’s menu, promoting diversity in menu selection, as well as inspiring creativity in
their segment of the foodservice industry.”

Given that the consumer environment is likely to remain challenging in 2008, we have made adjustments to our
marketing plans for greater focus on communicating our outstanding food and value at O’Charley’s, Ninety Nine
and Stoney River.

Finally, O’Charley’s and Ninety Nine are implementing kitchen display systems or KDS. These systems, which
are becoming more commonplace in the restaurant industry, use technology to improve service times, quality
and taste of food and kitchen operating efficiency. We are quite pleased with the progress we have made in the
restaurants that have these systems installed.

SHAREHOLDER VALUE REmMAINs A KEy Focus

Earlier in this letter, I noted that our Board of Directors approved a $20 million increase in the company’s share
repurchase authorization. Last year, the Board approved a $50 million repurchase authorization under which the
company has to date repurchased $30 million of its common stock. With the increased authorization, the company
can repurchase an additional $40 million of its common stock. This increase reflects the Board’s confidence in our
strategies and our ongoing commitment to increase shareholder value.

As this Annual Report goes to press, O’Charley’s Inc. has expanded its Board of Directors to 11 members;
Arnaud Ajdler, a managing director of Crescendo Partners II, L.P.; Gregory Monahan, a vice president of Crescendo
Partners II, L.P.; and Douglas Benham, president and chief executive officer of DNB Advisors, LLC, were appointed
to the Board. I look forward to working with all members of our expanded Board as we execute our plan and
seek ways to enhance long-term value for all of our shareholders. Mr. John E. Stokely, a director of the company
since 2004, voluntarily elected to resign from the Board, and we wish to express our gratitude to him for his many
years of service.

I continue to be very proud of our 24,000 team members and what they do every day to make our company
successful. Thank you for your dedication and hard work throughout 2007.

Sincerely,

GREGORY L. BURNS
Chairman of the Board,
Chief Executive Officer and President

O’Charley’s Inc.
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Strategic Growth

Locations as of April 1, 2008
e O’Charley’s (includes company-owned,
franchised and joint venture locations)

e Ninety Nine Restaurant

e Stoney River Legendary Steaks

“Stoney River restaurant in Duluth, Georgia,

was ranked by the Atlanta Business

Chronicle as one of the top two dinner-only

restaurants in the Atlanta market.”
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Board of Directors

Gregory L. Burns'

Chairman of the Board,
Chief Executive Officer and President
O’Chatrley’s Inc.

Arnaud Ajdler?

Managing Director

Crescendo Partners

An investment management firm

William F. Andrews?

Chairman

Corrections Corporation of America
An owner and operator of privatized
correctional and detention facilities

Douglas Benham?

President and Chief Executive Officer
DNB Advisors, LLC
A restaurant industry consulting firm

Gregory Monahan' 3
Senior Vice President

Crescendo Partners
An investment management firm

Dale W. Polley" >3

Former President and Vice Chairman
(Retired)

First American Corporation

A bank holding company

Richard Reiss, Jr.b*
Chairman

Georgica Advisors, LLC
A private investment
management firm

G. Nicholas Spiva* 1
President

Spiva-Hill Investments
A commercial real estate
development company
H. Steve Tidwell*
Chairman

SPES, Inc.

A franchisee of Shoney’s and
Captain D’s restaurants
Robert J. Walker" 3
Partner

Walker, Tipps & Malone
A law firm

Shirley A. Zeitlin® 1

Chief Executive Officer
Shirley Zeitlin & Co. Realtors
A real estate brokerage company

'Executive Committee
2Audit Committee

*Nominating and Corporate
Governance Committee

“Compensation and Human Resources
Committee

O’Charley’s Inc. and Concept

Management Teams

O’CHARLEY’S INC.

Gregory L. Burns

Chairman of the Board,

Chief Executive Officer and President
Lawrence E. Hyatt

Chief Financial Officer,

Secretary and Treasurer

Colin Daly

General Counsel and
Chief Compliance Officer

Leon M. de Wet

Chief Information Officer

Michael K. Ellis

Chief Development Officer
Lawrence D. Taylor
Chief Supply Chain Officer

R. Jeffrey Williams
Principal Accounting Officer,
Corporate Controller and
Assistant Secretary

J. Harold Allen

Vice President of Design and Construction

Stephen W. McMillen, Ed.D.
Vice President of Training and
Human Resource Development

L. Roland Ornelas

Vice President of Strategic Sourcing

O’CHARLEY’S

Jeffrey D. Warne

Concept President

Dawn T. Boulanger

Vice President of Marketing

Stephen M. Bulgarelli

Vice President of Culinary Development

Jeffrey Campbell

Vice President of Human Resources

Guy Stanke

Vice President of Operations

Ahmad Almasri

Regional Vice President of Operations

Charles Anastos

Regional Vice President of Operations

O’CHARLEY’S INC. // page 8

Barry Fortner

Regional Vice President of Operations

Susan M. Osterberg

Regional Vice President of Operations

NINETY NINE RESTAURANT
John R. Grady

Concept President

Robert F. Luz

Vice President of Field Human Resources

Charles O. Noyes

Vice President of Operations

Bradford L. Schiff
Vice President of Marketing

George T. Tagarelis
Vice President of R & D

Jon Freedman

Regional Vice President of Operations

Jim Kiley

Regional Vice President of Operations

STONEY RIVER
LEGENDARY STEAKS

Anthony J. Halligan, TIT

Concept President

IN MEMORIAM

O’Charley’s Inc. honors the
memory of Nader Babmanziari
who was shot during an armed
robbery at the O'Charley’s
restaurant on Memorial
Boulevard in Murfreesboro,
Tenn. on February 3, 2008 and
died a short time later.

Babmanziari was the assistant
manager and a highly respected
member of the O’Charley’s family
Jfor 15 years. A memorial ceremony
was held on February 20 and a
plague commemorating him was
placed in the garden in front of
the restaurant.
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O’CHARLEY’S INC.
PART I
Item 1.  Business.

We are a leading casual dining restaurant company headquartered in Nashville, Tennessee. We own and operate three restaurant concepts
under the “O’Charley’s,” “Ninety Nine” and “Stoney River Legendary Steaks” trade names. As of December 30, 2007, we operated 229
O’Charley’s company-owned restaurants in 16 states in the Southeast and Midwest, 115 Ninety Nine restaurants in nine Northeastern states, and
ten Stoney River restaurants in six states in the Southeast and Midwest. As of December 30, 2007, we had eight franchised O’Charley’s
restaurants, including four franchised O’Charley’s restaurants in Michigan, one franchised O'Charley's restaurant in Ohio, one O’Charley’s
franchised restaurant in lowa, one O’Charley’s franchised restaurant in Pennsylvania and one O’Charley’s franchised restaurant in Tennessee at
Nashville International Airport. As of December 30, 2007, we had two joint venture O’Charley’s restaurants in Louisiana and one joint venture
O'Charley's restaurant in Wisconsin, in all of which we have an ownership interest.

Our Restaurant Concepts
O’Charley’s

We acquired the original O’Charley’s restaurant in Nashville, Tennessee in May 1984. O’Charley’s is a casual dining restaurant concept
whose strategy is to differentiate its restaurants by serving high-quality, freshly prepared food at moderate prices and with attentive guest service.
O’Charley’s restaurants are intended to appeal to a broad spectrum of guests from a diverse income base, including mainstream casual dining
guests, as well as upscale casual dining and value oriented guests. The O’Charley’s menu is mainstream, but innovative and distinctive in taste.
The O’Charley’s menu features a variety of items, including USDA Choice hand-cut and aged steaks, baby-back ribs basted with our own tangy
BBQ sauce, fresh salmon, a variety of seafood, salads with special recipe salad dressings and O’Charley’s signature caramel pie. All entrees are
cooked to order and feature a selection of side items in addition to our hot, freshly baked yeast rolls. We believe the large number of freshly
prepared items on the O’Charley’s menu helps differentiate our O’Charley’s concept from other casual dining restaurants.

O’Charley’s restaurants are open seven days a week and serve lunch, dinner and Sunday brunch and offer full bar service. Specialty menu
items include “limited time only” promotions, O’Charley’s Lunch Club and a special kids menu. We are continually developing new menu items
for our O’Charley’s restaurants to respond to changing guest tastes and preferences. Lunch entrees range in price from $6.99 to $9.99, with dinner
entrees ranging from $7.29 to $17.99. The average check per guest, including beverages, was $12.65 in 2007, $12.04 in 2006, and $11.52 in
2005.

We seek to create a casual, neighborhood atmosphere in our O’Charley’s restaurants through an open layout and exposed kitchen and by
tailoring the decor of our restaurants to the local community. The interior typically is open, casual and well lighted and features warm woods,
exposed brick, color prints and hand-painted murals depicting local history, people, places and events. The prototypical O’Charley’s restaurant is
a free-standing building ranging in size from approximately 4,900 to 6,800 square feet with seating for approximately 163 to 275 guests,
including approximately 60 bar seats. We periodically update the interior and exterior of our restaurants to reflect refinements in the concept and
respond to changes in guest tastes and preferences.

Historically, we have grown the O’Charley’s concept through opening new restaurants. As part of our strategic planning process and our
focus on improving results in existing restaurants, we decided to open fewer restaurants in 2007 than in previous years. We opened five new
company-owned restaurants and closed three company-owned restaurants in 2007. In 2008, we plan on developing between three and five new
company-owned restaurants and between one and three new franchised O’Charley’s restaurants. We also plan on re-branding approximately 70
restaurants in 2008 as part of our ‘Project RevO’lution’ initiative. During 2007 we re-branded 18 O’Charley’s restaurants and as of December
30, 2007 we have re-branded 29 O’Charley’s restaurants. This initiative is focusing the concept on our overall brand design to enhance the guest
experience, as well as improve our profitability. Re-brandings include the remodeling and re-imaging of the restaurants, staff training, and the
introduction of new service standards, plateware and uniforms.

Ninety Nine

In January 2003, we acquired Ninety Nine restaurants, (“Ninety Nine”) a Woburn, Massachusetts based casual dining concept that began in
1952 with its initial location at 99 State Street in downtown Boston. Ninety Nine restaurants are casual dining restaurants that we believe have
earned a reputation as friendly, comfortable places to gather and enjoy great American food and drink at a terrific price. Ninety Nine restaurants
are intended to appeal to mainstream casual dining and value oriented guests. The Ninety Nine menu features approximately 75 items, including a
wide selection of appetizers, soups, salads, sandwiches, burgers, beef, chicken and seafood entrees and desserts. Ninety Nine restaurants offer full
bar service, including a wide selection of imported and domestic beers, wines and specialty drinks.

Ninety Nine restaurants are open seven days a week and serve lunch and dinner. Lunch entrees range in price from $6.99 to $8.99 with
dinner entrees ranging from $6.99 to $17.99. The average check per guest, including beverages, was $14.64 in 2007, $14.08 in 2006, and $13.69
in 2005.

Ninety Nine restaurants seek to provide a warm and friendly neighborhood pub atmosphere. Signature elements of the prototypical Ninety
Nine restaurant include an open view kitchen, booth seating and a centrally located rectangular bar. The prototypical Ninety Nine restaurant is a
free-standing building of approximately 5,800 square feet in size with seating for approximately 190 guests, including approximately 30 bar seats.
Ninety Nine has grown through remodeling traditional and non-traditional restaurant locations as well as through developing new restaurants in
the style of our prototype restaurant. During 2008, we plan to open between two and four new Ninety Nine restaurants. We also plan on re-
branding approximately 40 restaurants in 2008 as part of our ‘Dressed to the Nines’ initiative. During 2007, we re-branded 31 Ninety Nine
restaurants and as of December 30, 2007 we have re-branded 42 Ninety Nine restaurants.



Stoney River Legendary Steaks

We acquired Stoney River Legendary Steaks (“Stoney River”) in May 2000. Stoney River restaurants are upscale steakhouses that are
intended to appeal to both upscale casual dining and fine dining guests by offering the high-quality food and attentive guest service typical of
high-end steakhouses at more moderate prices. Stoney River restaurants have an upscale “mountain lodge™ design with a large stone fireplace,
and rich woods that is intended to make the interior of the restaurant inviting and comfortable. The Stoney River menu features several offerings
of premium Midwestern beef, fresh seafood and a variety of other gourmet entrees. An extensive assortment of freshly prepared salads and side
dishes are available a la carte. The menu also includes several specialty appetizers and desserts. Stoney River restaurants offer full bar service,
including an extensive selection of wines. The dinner price range of entrees is $16.99 to $33.99. The average check per guest, including
beverages, was $44.62 in 2007, $41.72 in 2006, and $40.56 in 2005.

We established a “managing partner program” for the general managers of our Stoney River restaurants pursuant to which each general
manager had the opportunity to acquire a six percent interest in the limited liability company that owns the restaurant that the general manager
manages in exchange for a capital contribution to that subsidiary. The general managers at four Stoney River restaurants each acquired a six
percent interest in their restaurant for a capital contribution of $25,000. Upon the fifth anniversary of the managing partner’s capital contribution
to the subsidiary, we have the option, but not the obligation, to purchase the managing partner’s six percent interest for fair market value. Under
the terms of the agreements between us and each managing partner, fair market value would be determined by negotiations between the parties. If
such negotiations did not result in an agreement on value, a third-party appraisal process would be used to determine fair market value. During
the two years ended December 30, 2007, we have purchased three of our managing partner’s six percent interest and as of December 30, 2007 are
currently negotiating the fourth. In addition, during 2006 we implemented a new “managing partner program” which is a five year operating
agreement between us and the general manager that allows the general manager to receive five percent of their restaurant’s profit each quarter and
one percent of the profit in all the restaurants participating under this new program. We accrue an additional five percent of the restaurant’s profit
and one percent of the participating restaurant’s profit in the program each quarter to be paid beginning upon the fifth anniversary of the
agreement over a period of two years in exchange for a $25,000 cash investment by the managing partner. The cash investments made under the
new managing partner program are shown in the consolidated balance sheet as an other liability. At December 30, 2007, we had no managing
partners under our original “managing partner program” and four managing partners under our new “managing partner program”. We did not
open any Stoney River restaurants in 2007. In 2008, we plan on opening one or two new Stoney River restaurants.

Support Operations

Commissary. During 2006, we hired Larry Taylor, who had previously worked in executive-level supply chain positions with Taco Bell
Corporation, Carlson Companies Inc. and elsewhere, as our Chief Supply Chain Officer. Larry and his team were hired to identify cost saving
opportunities, explore ways to improve the quality of our products, and benchmark all operations performed by our manufacturer and
distributions operations located in Nashville, Tennessee; Bellingham, Massachusetts and Woburn, Massachusetts. As a result of benchmarking
processes the following actions were taken to better position the Company to serve our guests:

At the end of the first quarter of 2007, we entered into agreements to outsource the poultry processing and salad dressing manufacturing
activities that we performed at our Nashville commissary. We also decided to close our manufacturing operations in Woburn, Massachusetts,
moving meat cutting to Nashville and outsourcing the other manufacturing performed there. On July 13, 2007, we completed the sale of our
Nashville commissary facility and entered into an agreement with a third party to cut meat for us. We also entered into an agreement with
Performance Food Group Co. to serve as the exclusive master distributor for the O’Charley’s and Stoney River concepts. Performance Food
Group Co. purchased our remaining distribution inventories at cost and assumed the leases on our Nashville-based tractors and trailers. We have
also outsourced the manufacture of the frozen dough used in our O’Charley’s signature yeast rolls. We continue to consider alternatives for our
79,000 square foot distribution facility in Bellingham, Massachusetts, which continues to serve our Ninety Nine restaurants. As a result of these
transactions, we incurred charges of approximately $10.2 million for fiscal 2007, including non-cash charges for the impairment of the
commissary real estate and facility and related manufacturing equipment of approximately $7.7 million and employee severance and retention
costs, legal costs and transition costs of approximately $2.5 million. We expect that the restructuring of our supply chain will reduce our ongoing
costs and expenses by a total of between $2.5 and $3.0 million per year, or between $0.08 and $0.10 cents per diluted share, with approximately
half of this amount representing reductions in our cost of food and beverage, and half representing reductions in depreciation expense.

With the transition now complete, we believe that our supply chain management team led by Mr. Taylor will be better positioned to focus
upon improving the quality and cost of our products. This team will now manage every aspect of our supply chain through specific initiatives
dedicated in the areas of strategic sourcing, quality assurance, supply chain operations, and the operation of our remaining distribution center in
Bellingham, Massachusetts.

Human Resources. We maintain a human resources department that supports restaurant operations, the restaurant support center, and the
financial services center through the design and implementation of policies, programs, procedures and benefits for our team members. The human
resources department is responsible for the oversight of team member relations and enforces the alternative dispute resolution process. However,
all team members are encouraged to first address any employment related issues or concerns through our open door policies or a toll free 800
number. The human resources area also administers the Team Member Survey and is responsible for identifying issues and developing action
plans to resolve any issues that are identified. During 2007, we realigned our human resources department to provide more focus and support to
our restaurant operations. We believe that this realignment will allow us to improve the quality of employees we hire, evaluate the strengths of
our team, ensure we optimize the performance of our team members at all levels across the enterprise and ultimately improve the overall
operating execution and performance of our restaurants.

Guest Relations. Our guests’ perceptions and experiences are measured through the Guest Satisfaction Index (GSI). GSI is a survey-based
tool designed to measure guest satisfaction levels at each O’Charley’s and Ninety Nine restaurant, providing immediate feedback to all levels of
the organization. Guests are issued an invitation on a random basis through our point-of-sale system to take a telephone survey. Primary focus is
placed on identification and improvement of top box predictors of a highly satisfied guest experience. Our ability to continuously monitor service



levels and satisfaction at the restaurant level, while providing guests with a convenient, brief, unbiased, and user-friendly way to share their
comments, allows us to focus on converting satisfied guests to highly satisfied or loyal guests. In addition to measuring and communicating guest
satisfaction results, our guest relations team receives direct calls and written correspondence from O’Charley’s, Ninety Nine, and Stoney River
guests, ensuring timely and accurate response to all communications.

Advertising and Marketing. We have an ongoing advertising and marketing plan for each of our restaurant concepts that utilize television,
radio and print advertising. We also support our restaurants with point of purchase materials, menus and local restaurant marketing programs.
We focus our marketing efforts on limited time promotional products, the quality and freshness of our products, the types of guests that typically
visit us and the restaurant setting. We conduct or subscribe to studies of food trends, changes in guest tastes and preferences and are continually
evaluating the quality of our menu offerings. In addition to advertising, we encourage restaurant level team members to become active in their
communities through local charities and other organizations and sponsorships.

Restaurant Reporting. Our use of technology and management information systems is essential for the management oversight needed to
improve our operating results. We maintain a theoretical food cost system in each of our restaurants through which we closely monitor waste
during the food preparation and execution stages of our operations. We also maintain operational and financial controls in each restaurant,
including management information systems that monitor sales, inventory, and labor and that provide reports and data to our restaurant support
center. The management accounting system polls data from our restaurants and generates daily reports of sales, sales mix, guest counts, average
check, cash, labor and food cost. Management utilizes this data to monitor the effectiveness of controls and to prepare periodic financial and
management reports. We also utilize these systems for financial and budgetary analysis, including analysis of sales by restaurant, product mix and
labor utilization. Our internal audit department audits a sample of our restaurants to measure compliance within our operational systems,
procedures and controls. Our Financial Services Center is located in Brentwood, Tennessee and has been designed to consolidate and integrate
our accounting functions. In addition, a centralized call line is available to restaurant management for questions or comments relating to their
financial reports. We believe that consolidating the accounting function of our three concepts provides a structure that creates consistency and
provides more centralized control over our accounting and financial reporting function while also promoting continuous process improvement
and savings.

Real Estate and Construction. We maintain an in-house real estate and construction department to assist in the site selection process, secure
real estate, develop architectural and engineering plans, oversee new construction and re-brandings of existing restaurants. We maintain a broad
database of possible sites which we analyze against our site criteria in order to target the best possible locations. Once a site is selected, our real
estate department oversees the acquisition process, while our construction department obtains zoning and all other required governmental
approvals, develops detailed building plans and specifications and constructs and equips the restaurants. During 2007, we hired Mike Ellis as
Chief Development Officer to manage all aspects of the real estate and construction department. We also hired J. Harold Allen as Vice President
of Design and Construction, who will be involved with all aspects of design and construction for all three of our restaurant concepts while
primarily focusing on a more aggressive roll out of our O’Charley’s and Ninety Nine re-branding initiatives.



Restaurant Locations

The following table sets forth the markets in which our company-owned O’Charley’s, Ninety Nine and Stoney River restaurants were located
at December 30, 2007, including the number of restaurants in each market.

O’Charley’s Restaurants

Alabama (19) Kentucky (20) Ohio (19)
Birmingham (5) Ashland Cincinnati (7)
Decatur Bowling Green Cleveland
Dothan Cold Spring Columbus (7)
Florence Danville Dayton (3)
Guntersville Elizabethtown Harrison
Huntsville (2) Florence
Mobile (4) Frankfort South Carolina (13)
Montgomery (2) Hopkinsville Aiken
Opelika Lexington (4) Anderson
Oxford Louisville (5) Charleston (2)
Owensboro Columbia (3)
Paducah Greenville
Arkansas (2) Richmond Greenwood
Jonesboro Rock Hill
Rogers Louisiana (1) Simpsonville
Monroe Spartanbura
Summerville
Florida (6) Mississippi (8) Tennessee (39)
Destin Hattiesburg Chattanooga (2)
Jacksonville (3) Meridian Clarksville (2)
Panama City Olive Branch Cleveland
Pensacola Pearl Cookeville
Ridgeland Hendersonville
Georgia (28) Southhaven Jackson
Atlanta (19) Tupelo Johnson City
Augusta Gulfport Kingsport
Canton Knoxville (5)
Columbus Missouri (10) Manchester
Dalton Cape Girardeau Memphis (4)
Ft. Oglethorpe Kansas City (2) Morristown
Gainesville St. Louis (7) Mt. Juliet
Griffin Murfreesboro (2)
Macon (2) North Carolina (25) Nashville (13)
Asheville Pigeon Forge
Illinois (5) Burlington Springfield
Champaign Charlotte (9)
Marion Fayetteville Virginia (12)
O’Fallon Greenshoro Bristol
Springfield (2) Greenville Fredericksburg
Hendersonville Harrisonburg
Indiana (20) Hickory Lynchburg
Bloomington Jacksonville Roanoke (2)
Clarksville Raleigh (3) Richmond (6)
Corydon Wilmington (2)

Evansville (2)
Fort Wayne (2)
Indianapolis (11)
Lafayette
Richmond

Winston-Salem (2)
Wake Forest

West Virginia (2)
Charleston (2)



Ninety Nine Restaurants

Connecticut (15)
Enfield

Groton

Hartford (7)
Manchester

New Haven (2)
Norwich
Torrington
Stratford

Maine (5)
Augusta
Bangor
Portland (3)

Massachusetts (62)
Auburn

Boston (37)
Centerville
Chicopee
Fairhaven

Fall River
Fitchburg
Holyoke
Mashpee

North Attleboro
North Dartmouth
Plymouth
Pittsfield
Seekonk
Springfield (4)
Tewksbury
West Yarmouth
Worcester (3)
Marlboro
Franklin
Greenfield

Stoney River Restaurants

Georgia (3)
Atlanta (3)

Illinois (2)
Chicago (2)

New Hampshire (14) Pennsylvania (3)
Concord Trevose (Bensalem)
Dover Audubon
Hooksett Philadelphia
Keene

Littleton Rhode Island (3)
Londonderry Cranston
Manchester Newport

Nashua Warwick

North Conway

Portsmouth Vermont (3)
Salem Rutland
Seabrook Williston

Tilton Brattleboro

West Lebanon

New York (9) New Jersey (1)

Albany (2) Deptford

Clifton Park

Kingston

Plattsburgh

Queensbury

Rotterdam

Saratoga Springs

Utica
Kentucky (1) Ohio (1)
Louisville Columbus
Tennessee (2) Missouri (1)
Nashville (2) St. Louis

In addition to the above company-owned locations, as of December 30, 2007, we had eight franchised O’Charley’s restaurants including four
franchised O’Charley’s restaurants in Michigan, one franchised O'Charley's restaurant in Ohio, one franchised O'Charley's restaurant in
Pennsylvania, one franchised O’Charley’s restaurant in lowa and one franchised O’Charley’s restaurant in Tennessee at Nashville International
Airport. As of December 30, 2007, we had two joint venture O’Charley’s restaurants in Louisiana and one joint venture O'Charley's restaurant in
Wisconsin, in all of which we have an ownership interest.

Franchised Restaurants

Michigan (4)
Belleville
Chesterfield
Grand Rapids
Holland

Ohio (1)
Niles

Pennsylvania (1)
Erie

lowa (1)
Des Moines

Tennessee (1)
Nashville

Joint Venture Restaurants

Louisiana (2)
Lafayette
Lake Charles

Wisconsin (1)
Grand Chute



Franchising

We seek franchising relationships with successful restaurant operators for the development of O’Charley’s restaurants in areas that are
outside of our current growth plans for company-owned restaurants. We have entered into and continue to look to enter into, exclusive multi-unit
development agreements with third party franchisees to open and operate O’Charley’s restaurants. Franchisees and joint venture partners are
required to comply with our specifications as to restaurant space, design and décor, menu items, principal food ingredients, team member training
and day-to-day operations. The following table illustrates the various agreements that we have executed with our joint venture partners and
franchisees along with the contracted markets, the number of restaurants operated by each joint venture and franchisee as of December 30, 2007
and the number of restaurants that they are contractually required to develop and open:

Total
Franchise / Joint Restaurants
Venture Open Contracted for
Program Entity Restaurants  Development Markets
Joint Venture:
JFC Enterprises, LLC 2 3 Southern Louisiana and Beaumont,
Texas
WI-Tenn Restaurants, LLC 1 3 Wisconsin
Franchisee:
Four Star Restaurant Group, LLC 1 10 lowa, Nebraska, Topeka, Kansas and
Eastern South Dakota
O’Candall Group, Inc. 2 50 Tampa and Orlando Florida, Western
Pennsylvania, Northwest West
Virginia and Northern Ohio
Meritage Hospitality Group, Inc. 4 15 Michigan
Delaware North Companies Travel 1 1 Tennessee (Nashville International
Hospitality Services Airport)

Service Marks

The name “O’Charley’s” and its logo, the name “Stoney River Legendary Steaks,” and the Ninety Nine restaurants logo are registered
service marks with the United States Patent and Trademark Office. We also have other service marks that are registered in the states in which we
operate. We are aware of names and marks similar to our service marks used by third parties in certain geographical areas. Use of our service
marks by third parties may prevent us from licensing the use of our service marks for restaurants in those areas. We intend to protect our service
marks by appropriate legal action whenever necessary.

Government Regulation

We are subject to various federal, state and local laws affecting our business. In addition, each of our restaurants is subject to licensing and
regulation by a number of governmental authorities, which may include alcoholic beverage control, health, safety, sanitation, building and fire
agencies in the state or municipality in which the restaurant is located. Most municipalities in which our restaurants are located require local
business licenses. Difficulties in obtaining or failures to obtain the required licenses or approvals could delay or prevent the development of a
new restaurant in a particular area. We are also subject to federal and state environmental regulations, but those regulations have not had a
material effect on our operations to date.

Approximately 12 percent of restaurant sales in 2007 were attributable to the sale of alcoholic beverages. Each restaurant, where permitted
by local law, has appropriate licenses from regulatory authorities allowing it to sell liquor, beer and wine, and in some states or localities, to
provide service for extended hours and on Sunday. Each restaurant has food service licenses from local health authorities. Similar licenses would
be required for each new restaurant. The failure of a restaurant to obtain or retain liquor or food service licenses could adversely affect its
operations or, in an extreme case, cause us to close the restaurant. We have established standardized procedures for our restaurants designed to
assure compliance with applicable codes and regulations.

We are subject, in most states in which we operate restaurants, to “dram-shop” statutes or judicial interpretations, which generally provide a
person injured by an intoxicated person the right to recover damages from an establishment that wrongfully served alcoholic beverages to the
intoxicated person.

Many of our markets are seeing changes in laws regarding smoking inside of buildings. These laws can negatively affect our bar business,
with ancillary effects on our dining room business.

The federal Americans with Disabilities Act prohibits discrimination on the basis of disability in public accommodations and employment.
We design our restaurants to be accessible to the disabled and believe that we are in substantial compliance with all current applicable regulations
relating to restaurant accommodations for the disabled.



The development and construction of additional restaurants will be subject to compliance with applicable zoning, land use and environmental
regulations. Our restaurant operations are also subject to federal and state minimum wage laws and other laws governing matters such as working
conditions, citizenship requirements, overtime and tip credits. In the event a proposal is adopted that materially increases the applicable minimum
wage, or changes the allowable tip credit, any such changes would likely result in an increase in payroll and benefits expense.

Team Members

As of December 30, 2007, we employed approximately 24,000 team members, approximately 22,200 of which represented our hourly
workforce within our restaurants. None of our team members are covered by a collective bargaining agreement. We have an alternative dispute
resolution program in which all team members are required to participate as a condition of employment. We consider our team member relations
to be good.

Executive Officers of the Registrant

Our executive officers are elected by the board of directors and serve at the pleasure of the board of directors. The following table sets forth
certain information regarding our executive officers.

Name Age Position

Gregory L. Burns 53 Chief Executive Officer and Chairman of the Board
Lawrence E. Hyatt 53 Chief Financial Officer, Secretary and Treasurer
Lawrence D. Taylor 50 Chief Supply Chain Officer

Jeffrey D. Warne 47 Concept President - O’Charley’s

John R. Grady 55 Concept President-Ninety Nine Restaurants
Anthony J. Halligan I11 49 Concept President-Stoney River Legendary Steaks
R. Jeffrey Williams 41 Chief Accounting Officer and Corporate Controller
Michael K. Ellis 45 Chief Development Officer

The following is a brief summary of the business experience of each of our executive officers.

Gregory L. Burns has served as Chief Executive Officer and Chairman of the Board since February 1994. Mr. Burns, a director since 1990,
served as President from September 1996 to May 1999 and from May 1993 to February 1994, as Chief Financial Officer from October 1983 to
September 1996, and as Executive Vice President and Secretary from October 1983 to May 1993.

Lawrence E. Hyatt has served as Chief Financial Officer, Secretary and Treasurer since November 2004. Prior to joining our company, he
was Executive Vice President and Chief Financial Officer of Cole National Corporation from 2002 to 2004. Mr. Hyatt was with PSINet, Inc. as
Chief Financial and Restructuring Officer from 2000 to 2002; with HMS Host Corporation as Chief Financial Officer from 1999 to 2000; and
with Sodexho Marriott Services, Inc. and its predecessor company as Chief Financial Officer from 1989 to 1999.

Lawrence D. Taylor has served as Chief Supply Chain Officer since May 2006. Prior to joining our company, he was the Chief Procurement
Officer for Carlson Companies, Inc. from 2003 to 2006. Mr. Taylor was Vice President, Supply Chain Management for Carlson Restaurants
from 2001 to 2003. Mr. Taylor’s earlier experience included senior procurement and supply chain management positions with Taco Bell
Corporation, Burger King, Inc., and Perseco. Mr. Taylor was also an owner-operator of a franchised McDonald's restaurant.

Jeffrey D. Warne has served as Concept President-O’Charley’s since February 2006. Prior to joining our company he was with Carlson
Companies, Inc. During his tenure at Carlson Companies, Inc. he served as the President and Chief Operating Officer of Pick Up Stix from 2005
to 2006 and the Executive Vice President and Chief Operating Officer of TGI Friday’s International from 2002 to 2004. Mr. Warne’s earlier
experience at Carlson includes serving as Chief Financial Officer of Carlson Restaurants Worldwide from 1998 to 2002, Vice President of
Business Planning from 1994 to 1998, and Director of Corporate Audit from 1990 to 1994.

John R. Grady has served as Concept President-Ninety Nine restaurants since April 2004. Mr. Grady joined Ninety Nine restaurants in
March 1975. Prior to being named President, Mr. Grady was Executive Vice President and has also served in various capacities in the Operations,
Training and Real Estate Departments over the years.

Anthony J. Halligan Il was named Concept President - Stoney River Legendary Steaks in February 2006. Prior to being named President,
Mr. Halligan served in the capacity of Vice-President from 2000 until 2006. Prior to his tenure with Stoney River, Mr. Halligan served in various
capacities for companies in the restaurant and retail industries.

R. Jeffrey Williams has served as Chief Accounting Officer since February 2006 and as Corporate Controller since February 2003. Mr.
Williams served as Controller for the O’Charley’s Concept from July 2001 to February 2003. Mr. Williams served as Controller of The Krystal
Company from July 2000 to July 2001. Mr. Williams served as Director of Financial Planning and Analysis for Cracker Barrel Old Country Store
from July 1999 to July 2000 and as Accounting Manager for Cracker Barrel Old Country Store from November 1996 to July 1999. Mr. Williams
is a certified public accountant.



Michael K. Ellis has served as Chief Development Officer since April 2007. Mr. Ellis served as Vice-President Asset Management for BP
Products North America from January 2006 to March 2007. Mr. Ellis served as the Senior Vice-President of Development at Carlson Restaurants
Worldwide from April 2004 to December 2006. Mr. Ellis served as the Chief Development Officer for Burger King Corporation from August
2003 to April 2004. Prior to that Mr. Ellis has held other various roles of increasing responsibility at Darden Restaurants Inc. and DF&R
Restaurants, Inc. throughout his career.

Available Information

We file reports with the Securities and Exchange Commission, including annual reports on Form 10-K, quarterly reports on Form 10-Q and
current reports on Form 8-K. The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F
Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. We are an electronic filer and the SEC maintains an Internet site at http://www.sec.gov that contains the reports, proxy and
information statements, and other information filed electronically. Our website address is www.ocharleysinc.com. Please note that our website
address is provided as an inactive textual reference only. We make available free of charge through our website the annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such
material is electronically filed with or furnished to the SEC. The information provided on our website is not part of this report, and is therefore
not incorporated by reference unless such information is specifically referenced elsewhere in this report.

We have posted our Corporate Governance Guidelines, Code of Conduct and Business Ethics Policy for directors, officers and team
members, and the charters of our Audit, Compensation and Human Resources and Nominating and Corporate Governance Committees of the
board of directors on our website at www.ocharleysinc.com. Copies of our corporate governance materials are available free of charge upon
request by any shareholder to our Corporate Secretary, O’Charley’s Inc., 3038 Sidco Drive, Nashville, Tennessee 37204.

Item 1A.  Risk Factors.
Risk Factors

Some of the statements we make in this Annual Report on Form 10-K are forward-looking. Forward-looking statements are generally
identifiable by the use of the words “anticipate,” “will,” “believe,” “estimate,” “expect,” “plan,” “intend,” “seek” or similar expressions. These
forward-looking statements include all statements that are not historical statements of fact and those regarding our intent, belief, plans or
expectations such as statements concerning our operating and growth strategy, projections of revenue, income or loss, information regarding
future restaurant openings and capital expenditures, potential increases in food and other operating costs, and our development, expansion,
franchising and joint venture plans and future operations. Forward-looking statements involve known and unknown risks and uncertainties that
may cause actual results in future periods to differ materially from those anticipated in the forward-looking statements. Those risks and
uncertainties include, among others, our ability to increase operating margins and increase same store sales at our restaurants; the effect that
increases in food, labor, energy, interest costs and other expenses have on our results of operations; our ability to successfully implement and
realize projected savings from changes to our supply chain; our ability to sell closed restaurants and other surplus assets; the possible adverse
effect on our sales of decreases in consumer spending; the effect of increased competition; our ability to successfully implement and realize
projected benefits of our turnaround and transformation process, including our re-brandings and other initiatives and the risks and uncertainties
discussed below. Although we believe that the assumptions underlying the forward-looking statements contained herein are reasonable, any of
these assumptions could prove to be inaccurate, and, therefore, there can be no assurance that the forward-looking statements included in this
Annual Report on Form 10-K will prove to be accurate. In light of the significant uncertainties inherent in the forward-looking statements
included herein, you should not regard the inclusion of such information as a representation by us or any other person that our objectives and
plans will be achieved. We undertake no obligation to publicly release any revisions to any forward-looking statements contained herein to reflect
events and circumstances occurring after the date hereof or to reflect the occurrence of unanticipated events.

Our success depends on our ability to execute our strategic plan, including our re-branding and supply chain efficiency initiatives.

Our strategic plan involves a number of initiatives intended to improve our restaurant level economics and enhance guest loyalty. Our
strategic plan involves significant investments in our management team and our restaurants and the success of the strategic plan depends on our
ability to successfully implement the plan and realize the projected return on our investment. As part of our strategic plan, we have developed
new prototype restaurants and are in the process of re-branding many of our existing O'Charley's and Ninety Nine restaurants. These re-branding
efforts include substantial capital investment in remodeling the restaurants. As of December 30, 2007, we have completed 29 re-brandings at
O'Charley's restaurants and 42 re-brandings at Ninety Nine Restaurant restaurants since inception of our re-branding programs. We plan on re-
branding approximately 70 O’Charley’s restaurants and approximately 40 Ninety Nine restaurants in fiscal 2008. A failure to realize the benefits
anticipated from these re-brandings could adversely affect our turnaround efforts. In addition, during fiscal 2007, we completed the sale of our
commissary facility in Nashville, Tennessee and the outsourcing of various food processing and distribution activities performed at our
commissary and distribution facilities in Nashville, Tennessee, and Woburn, Massachusetts. Our strategy includes improving our restaurant level
economics, and we believe that selling our commissary facility and outsourcing certain processes will contribute significantly to this goal.
However, a failure to successfully implement and realize projected savings from these changes could adversely affect the results of our strategic
plans.
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Changing consumer preferences and discretionary spending patterns could force us to modify our concepts and menus and could result
in a reduction in our revenues.

Our O’Charley’s and Ninety Nine restaurants are casual dining restaurants that feature menus intended to appeal to a broad spectrum of
guests. Our Stoney River restaurants are upscale steakhouses that feature steaks, fresh seafood and other gourmet entrees. Our continued success
depends, in part, upon the popularity of these foods and these styles of dining. Shifts in consumer preferences away from this cuisine or dining
style could materially adversely affect our future operating results. The restaurant industry is characterized by the continual introduction of new
concepts and is subject to rapidly changing consumer preferences, tastes and eating and purchasing habits. Our success will depend in part on our
ability to anticipate and respond to changing consumer preferences, tastes and eating and purchasing habits, as well as other factors affecting the
restaurant industry, including new market entrants and demographic changes. We may be forced to make changes in our concepts and menus in
order to respond to changes in consumer tastes or dining patterns. If we change a restaurant concept or menu, we may lose guests who do not
prefer the new concept or menu, and may not be able to attract a sufficient new guest base to produce the revenue needed to make the restaurant
profitable. In addition, consumer preferences could be affected by health concerns about the consumption of beef, the primary item on our Stoney
River menu, food born illnesses or other diseases or by specific events such as E. coli food poisoning or outbreaks of bovine spongiform
encephalopathy (mad cow disease) or other diseases.

Our success is also dependent to a significant extent on numerous factors affecting discretionary consumer spending, including economic
conditions, disposable consumer income and consumer confidence. Adverse changes in these factors could reduce guest traffic or impose
practical limits on pricing, either of which could harm our results of operations.

Our customers face economic pressures which could adversely impact their frequency of visiting our restaurants.

Recent changes in the housing and housing finance market, increases in prices for gasoline, food and utilities and decreases in consumer
confidence have had and are expected to continue to have an adverse impact on the mid-scale casual dining consumers that account for a
significant share of our sales. Continuing weakness in the spending of those consumers has had and could continue to have an adverse impact on
our results of operations.

We may experience higher operating costs, which would adversely affect our operating results, if we cannot increase menu prices to
cover them.

Our operating results are significantly dependent on our ability to anticipate and react to increases in food, labor, team member benefits,
energy and other costs. Various factors beyond our control, including adverse weather conditions (including hurricanes), governmental
regulation, production, availability, recalls of food products and seasonality may affect our food costs or cause a disruption in our supply chain.
We cannot predict whether we will be able to anticipate and react to changing food costs by adjusting our purchasing practices and menu prices,
and a failure to do so could adversely affect our operating results. In addition, because the pricing strategy at our O’Charley’s and Ninety Nine
restaurants is intended to provide an attractive price-to-value relationship, we may not be able to pass along price increases to our guests without
adversely impacting our guest counts.

We compete with other restaurants for experienced management personnel and hourly team members. Each of our concepts offers medical
benefits to hourly team members. Increases in health care costs, changes in state or federal minimum wage laws, or changes in legal
requirements relating to employee benefits would likely cause an increase in our labor costs. We cannot assure you that we will be able to offset
increased wage and benefit costs through our purchasing and hiring practices or menu price increases, particularly over the short term. As a
result, increases in wages and benefits could have a material adverse effect on our business.

Our continued growth depends on our ability to open new restaurants and operate our new restaurants profitably, which in turn
depends upon our continued access to capital.

A significant portion of our historical growth has been due to opening new restaurants. We have substantially reduced our new restaurant
growth pending the implementation of our strategic initiatives in our turnaround plan, but still opened five new company-owned O’Charley’s
restaurants and two new Ninety Nine restaurants in 2007. We currently plan to open between three and five new company-owned O’Charley’s
restaurants, between two and four new Ninety Nine restaurants, and one or two new Stoney River restaurants in 2008. Our ability to open new
restaurants successfully depends on a number of factors, such as:

« the selection and availability of quality restaurant sites;

« our ability to negotiate acceptable lease or purchase terms;

« our ability to hire, train and retain the skilled management and other personnel necessary to open, manage and operate new restaurants;

¢ our ability to secure the governmental permits and approvals required to open new restaurants;

« our ability to manage the amount of time and money required to build and open new restaurants, including the possibility that adverse
weather conditions may delay construction and the opening of new restaurants; and

« the availability of adequate financing.
Many of these factors are beyond our control. In addition, we have historically generated insufficient cash flow from operations to fund our

working capital and capital expenditures and, accordingly, our ability to open new restaurants and our ability to grow, as well as our ability to
meet other anticipated capital needs, may be dependent on our continued access to external financing, including borrowings under our credit
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facility and financing obtained in the capital markets. Our ability to make borrowings under our credit facility will require, among other things,
that we comply with certain financial and other covenants, and we cannot assure that we will be able to do so. Accordingly, we cannot be assured
that we will be successful in opening new restaurants in accordance with our current plans or otherwise. Furthermore, we cannot be assured that
our new restaurants will generate revenues or profit margins consistent with those of our existing restaurants, or that the new restaurants will be
operated profitably.

Our growth may strain our management and infrastructure, which could slow our development of new restaurants and adversely affect
our ability to manage existing restaurants.

Our growth has placed significant demands upon our management. We also face the risk that our existing systems and procedures, restaurant
management systems, financial controls and information systems will be inadequate to support our planned growth. We cannot predict whether
we will be able to respond on a timely basis to all of the changing demands that our turnaround effort and planned growth will impose on
management and these systems and controls. If our management is unable to meet these demands or if we fail to continue to improve our
information systems and financial controls or to manage other factors necessary for us to achieve our growth objectives, our operating results or
cash flows could be materially adversely affected.

Unanticipated expenses and market acceptance could affect the results of restaurants we open in new and existing markets.

As part of our growth plans, we may open new restaurants in areas in which we have little or no operating experience and in which potential
guests may not be familiar with our restaurants. As a result, we have incurred and may continue to incur costs related to the opening, operation,
supervision and promotion of those new restaurants that are substantially greater than those incurred in other areas. Even though we may incur
substantial additional costs with these new restaurants, they may attract fewer guests than our more established restaurants in existing markets. As
a result, the results of operations at new restaurants may be inferior to those of our existing restaurants. The new restaurants may even operate at a
loss.

Our primary growth plan is to open restaurants in or near markets in which we have existing restaurants. We may be unable to attract enough
guests to the new restaurants for them to meet our objectives. Even if we are able to attract enough guests to the new restaurants to meet our
objectives for that restaurant, those guests may be former guests of one of our existing restaurants in that market and the opening of a new
restaurant in the existing market could reduce the revenue of our existing restaurants in that market.

We could face labor shortages that could adversely affect our results of operations.

Our success depends in part upon our ability to attract, motivate and retain a sufficient number of qualified team members, including
restaurant managers, kitchen staff and servers, necessary to continue our operations and to keep pace with our growth. Qualified individuals of
the requisite caliber and quantity needed to fill these positions are in short supply. Given the low unemployment rates in certain areas in which we
operate, we may have difficulty hiring and retaining qualified management and other personnel. Any inability to recruit and retain sufficient
qualified individuals may adversely affect operating results at existing restaurants and delay the planned openings of new restaurants. Any delays
in opening new restaurants or any material increases in team member turnover rates in existing restaurants could have a material adverse effect on
our business, financial condition, operating results or cash flows. Additionally, we have increased wages and benefits to attract a sufficient
number of competent team members, resulting in higher labor costs.

QOur restaurants are concentrated geographically; if any one of the regions in which our restaurants are located experiences an economic
downturn, adverse weather or other material change, our business results may suffer.

Our O’Charley’s restaurants are located in the Southeastern and Midwestern United States. Our Ninety Nine restaurants are located primarily
in the Northeastern United States. As of December 30, 2007, we operated 39 of our 229 O’Charley’s restaurants in Tennessee and 62 of our 115
Ninety Nine restaurants in Massachusetts. As a result, our business and our financial or operating results may be materially adversely affected by
adverse economic, weather or business conditions in these markets, as well as in other geographic regions in which we operate restaurants.

Our restaurants may not be able to compete successfully with other restaurants, which could adversely affect our results of operations.

The restaurant industry is intensely competitive with respect to price, service, location, nutritional and dietary trends and food quality, and
there are many well-established competitors with substantially greater financial and other resources than us, including a large number of national
and regional restaurant chains. Some of our competitors have been in existence for a substantially longer period than us and may be better
established in the markets where our restaurants are or may be located. Some of our competitors advertise on national television, which may
provide them with greater awareness and name recognition than we can achieve through our advertising efforts. Additionally, we face increasing
competition from the convergence of restaurant, deli and grocery services, as supermarkets and grocery stores offer “convenient meals” in the
form of improved entrees and side dishes in their deli sections. If our restaurants are unable to compete successfully in new and existing
markets, our results of operations will be adversely affected.

To the extent that we open restaurants in larger cities and metropolitan areas, we expect competition to be more intense in those markets. We
also compete with other restaurants for experienced management personnel and hourly team members and with other restaurants and retail
establishments for quality sites.

Further disruption in financial markets could adversely affect our access to capital.
With the recent changes in the financial markets as a result of the downturn in the economy we believe this could have an adverse impact on

our ability to obtain continued or additional access to capital. Should we not be able to obtain access to the capital markets it could have an
adverse impact on our future reported results.
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Any disruption in manufacturing and distribution operations could adversely affect our ability to operate our restaurants.

We have historically operated a commissary in Nashville, Tennessee through which we manufactured, purchased, and distributed a substantial
majority of the food products and supplies for our O’Charley’s and Stoney River restaurants. We also continue to operate a similar distribution
facility in Bellingham, Massachusetts, through which we distribute a portion of the food products and supplies for our Ninety Nine restaurants.
During the second quarter of 2007, we completed the sale of our commissary facility in Nashville, Tennessee and the outsourcing of various food
processing and distribution activities performed at our commissary and distribution facilities in Nashville, Tennessee and Woburn,
Massachusetts.

As of December 30, 2007, we have completed the transition of the manufacture of certain food products and our signature yeast rolls, as
well as the distribution and transportation services to the O’Charley’s and Stoney River brands, from our commissary operations to third parties.
Since the transition is now complete, we are now dependant upon the performance of third party manufacturers and distributors. Any disruptions
to their operations could have a material impact on our future reported results. Although our distribution facility in Bellingham, Massachusetts
remains in operation for our Ninety Nine restaurants, we will continue to consider alternatives. If the operation of our Bellingham, Massachusetts
quality product center is disrupted, we may not be able to deliver food and supplies to our Ninety Nine restaurants. If our quality product center is
unable to deliver the food products and supplies required to run our Ninety Nine restaurants, we may not be able to find other sources of food or
supplies, or, if alternative sources of food or supplies are located, our operating costs may increase. Accordingly, any disruption in our
distribution operations could adversely affect our ability to operate our Ninety Nine restaurants and would adversely affect our results of
operations.

We may incur costs or liabilities and lose revenue as the result of government regulation.

Our restaurants are subject to extensive federal, state and local government regulation, including regulations related to the preparation and
sale of food (such as regulations regarding labeling, allergens content, trans fat content and other menu information regarding nutrition), the sale
of alcoholic beverages, zoning and building codes and other health, sanitation and safety matters. All of these regulations impact not only our
current restaurant operations but also our ability to open new restaurants. We will be required to comply with applicable state and local
regulations in new locations into which we expand. Any difficulties, delays or failures in obtaining licenses, permits or approvals in such new
locations could delay or prevent the opening of a restaurant in a particular area or reduce operations at an existing location, either of which would
materially and adversely affect our growth and results of operations. In addition, our Bellingham, Massachusetts quality product center is licensed
and subject to regulation by the United States Department of Agriculture and is subject to further regulation by state and local agencies. Our
failure to obtain or retain federal, state or local licenses for our Bellingham, Massachusetts quality product center or to comply with applicable
regulations could adversely affect our quality product centers operations and disrupt delivery of food and other products to our restaurants. If one
or more of our restaurants were unable to serve alcohol or food for even a short time period, we could experience a reduction in our overall
revenue.

The costs of operating our restaurants may increase if there are changes in laws governing minimum hourly wages or tip credits, workers’
compensation insurance rates, unemployment tax rates, sales taxes, corporate income tax or other laws and regulations, such as the federal
Americans with Disabilities Act, which governs access for the disabled. If any of the above costs increase, we cannot assure you that we will be
able to offset the increase by increasing our menu prices or by other means, which would adversely affect our results of operations.

We may incur costs or liabilities as a result of litigation and publicity concerning food quality, health and other issues that can also cause
guests to avoid our restaurants.

We are subject to complaints or litigation from time to time from guests alleging illness, injury or other food quality or health concerns.
Litigation or adverse publicity resulting from these allegations may materially adversely affect us or our restaurants, regardless of whether the
allegations are valid or whether we are liable. We are subject to litigation under “dram shop’’ laws that allow a person to sue us based on any
injury or death caused by an intoxicated person who was wrongfully served alcoholic beverages at one of our restaurants. While we maintain
insurance for lawsuits under a dram shop law or alleging illness or injury from food, we have significant deductibles under such insurance and
any such litigation may result in a verdict in excess of our liability insurance policy limits, which could result in substantial liability for us and
may have a material adverse effect on our results of operations.

We are a defendant from time to time in various legal proceedings arising in the ordinary course of our business, including claims relating to
injury; claims relating to workplace and employment matters, discrimination and similar matters; claims resulting from “slip and fall” accidents;
claims relating to lease and contractual obligations; claims relating to our joint venture or franchising initiatives; and claims from guests or
employees alleging illness, injury or other food quality, health or operational concerns.

We do not believe that any of the legal proceedings pending against us as of the date of this report will have a material adverse effect on our
liquidity or financial condition. We may incur liabilities, receive benefits, settle disputes, sustain judgments, or accrue expenses relating to legal
proceedings in a particular fiscal quarter which may adversely affect our results of operations, or on occasion, receive settlements that favorably
affect results of operations.

Compliance with and any failure to comply with current regulatory requirements will result in additional expenses and may adversely
affect us.

Keeping abreast of, and in compliance with, changing laws, regulations and standards relating to corporate governance and public disclosure,
including the Sarbanes-Oxley Act of 2002, Securities and Exchange Commission regulations and NASDAQ Stock Market rules, has required an
increased amount of our management’s attention and greater utilization of external resources. We remain committed to maintaining high
standards of corporate governance and public disclosure. As a result, we intend to invest all reasonably necessary resources to comply with
evolving standards, and this investment has resulted in and we expect will continue to result in increased general and administrative expenses as
well as management’s time and attention from revenue-generating activities to compliance activities.
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We are dependent upon our senior management team to execute our business strategy.

Our operations and our ability to execute our business strategy are highly dependent on the efforts of our senior management team. Many of
the members of our senior management team do not have long tenures with us, including, in particular, our Concept President-O’Charley’s who
joined us in February 2006, our Chief Supply Chain Officer who joined us in May 2006, and our Chief Development Officer who joined us in
April 2007.

Although the members of our senior management team have employment agreements with us, these agreements may not provide sufficient
incentives for these officers to continue employment with us. The loss of one or more of the members of our senior management team could
adversely affect our business. We do not maintain key man insurance on any of the members of our senior management team.

Item 1B.  Unresolved Staff Comments.
None.
Item 2.  Properties.

As of December 30, 2007, we operated 229 O’Charley’s restaurants, 115 Ninety Nine restaurants and ten Stoney River Legendary Steak
restaurants. As of that date, we owned the land and building at 96 of our O’Charley’s restaurants, leased the land and building at 44 of our
O’Charley’s restaurants and leased the land only at 89 of our O’Charley’s restaurants. We lease the land and building at 85 of our Ninety Nine
restaurants and lease the land only at 30 of our Ninety Nine restaurants. We own the land and building at four of our Stoney River restaurants and
lease the land only at five of our Stoney River restaurants and lease the land and building at one of our Stoney River Restaurants. See “ltem 1-
Business-Restaurant Locations” above. Restaurant lease expirations range from 2008 to 2025, with the majority of the leases providing for an
option to renew for additional terms ranging from five to 20 years. All of our restaurant leases provide for a specified annual rental, and some
leases call for additional rental based on sales volume at the particular location over specified minimum levels. Generally, our restaurant leases
are net leases, which require us to pay the cost of insurance and taxes.

We own our corporate office that is located in Nashville, Tennessee in a total of approximately 96,000 square feet. We lease administrative
offices of approximately 30,000 square feet in Woburn, Massachusetts. We also lease a distribution facility with approximately 79,000 square
feet of space in Bellingham, Massachusetts for our Ninety Nine concept. We also lease approximately 16,000 square feet of office space in
Brentwood, Tennessee which is used for our Financial Services Center.

Item 3.  Legal Proceedings.

On November 5, 2007, we filed suit in Davidson County, Tennessee against Richard Arras, Steven Pahl and WI-Tenn Investors, LLC,
(“Defendants™) alleging breach of contract and breach of fiduciary duty by the Defendants related to WI-Tenn Restaurants, LLC, a joint venture
owned 50% by us and 50% by Defendants, which developed and operates an O’Charley’s restaurant in Grand Chute, Wisconsin (the “Tennessee
Action”). Subsequently, on November 7, 2007, the Defendants filed suit in Outagamie County, Wisconsin against us and seven of our current
and former employees alleging violations of the Wisconsin Franchise Investment Law, Wisconsin Uniform Securities Law, fraud,
misrepresentation and unjust enrichment stemming from Defendants’ ownership in WI-Tenn Restaurants, LLC (the “Wisconsin Action”).
Plaintiffs have alleged damages in excess of $75,000 in the Wisconsin Action, and on February 15, 2008, filed a counterclaim in the Tennessee
Action against us and the aforementioned current and former employees, pertaining to the same subject matter referenced in the Wisconsin
Action (the “Tennessee Counterclaim”). We have filed a motion to dismiss Defendants’ complaint in the Wisconsin Action, deny all liability and
intend to vigorously contest the allegations contained in both the Wisconsin Action and Tennessee Counterclaim, and intend to vigorously
prosecute the Tennessee Action against the Defendants.

We are also a defendant from time to time in various legal proceedings arising in the ordinary course of our business, including claims
relating to injury or wrongful death under “dram shop” laws that allow a person to sue us based on any injury caused by an intoxicated person
who was wrongfully served alcoholic beverages at one of our restaurants; claims relating to workplace, workers compensation and employment
matters, discrimination and similar matters; claims resulting from “slip and fall” accidents; claims relating to lease and contractual obligations;
claims relating to our joint venture and franchising initiatives; and claims from guests or employees alleging illness, injury or other food quality,
health or operational concerns.

We do not believe that any of the legal proceedings pending against us as of the date of this report will have a material adverse effect on our
liquidity or financial condition. We may incur liabilities, receive benefits, settle disputes, sustain judgments, or accrue expenses relating to legal
proceedings in a particular fiscal quarter which may adversely affect our results of operations, or on occasion, receive settlements that favorably
affect results of operations.
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Item 4. Submission of Matters to a VVote of Security Holders.

No matters were submitted to a vote of shareholders during the fourth quarter ended December 30, 2007.

PART II
Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.

Our common stock trades on the NASDAQ Global Select Market under the symbol “CHUX.” As of March 5, 2008, there were
approximately 3,092 shareholders of record of our common stock. In May 2007, our Board of Directors approved the initiation of a quarterly cash
dividend of $0.06 per share which was paid in June, September and December 2007. Total cash dividends of approximately $4.2 million were
paid in 2007. No cash dividends were paid in 2006. The following table shows quarterly high and low bid prices for our common stock for the
periods indicated, as reported by the NASDAQ Global Select Market.

High Low
Fiscal 2007
First Quarter $22.60 $18.71
Second Quarter 23.43 19.13
Third Quarter 20.45 14.40
Fourth Quarter 16.37 13.16
Fiscal 2006
First Quarter $18.85 $15.07
Second Quarter 17.58 15.49
Third Quarter 19.57 14.97
Fourth Quarter 22.31 18.19
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among O'Charley’s, Inc., The NASDAQ Composite Index
And The S&P Restaurants Index
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Indexes calculated on month-end basis.
Copyright © 2008, Standard & Poor's, a division of The McGraw -Hill Companies, Inc. All rights reserved.
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Graph Data Points 12/28/02 12/28/03 12/26/04 12/25/05 12/31/06 12/30/07
O'Charley's, Inc. $ 100.00 $ 86.47 $ 9594 $ 7810 $ 106.67 $ 75.68
NASDAQ Composite $ 10000 $ 14934 $ 16186 $ 16664 $ 186.18 $ 205.48
S&P Restaurants $ 10000 $ 15017 $ 21390 $ 22757 $ 28933 $ 319.28

On January 27, 2003, we issued 941,176 shares of common stock to the former owners of Ninety Nine as part of the purchase price of the
acquisition of Ninety Nine Restaurants. We issued an additional 390,586 shares in January 2004, 407,843 shares in January 2005, 407,843 shares
in January 2006, 94,118 in January 2007 and 94,118 in January 2008. The issuance of the shares to the former owners of Ninety Nine was exempt
from the registration requirements of the Securities Act of 1933 pursuant to Section 4(2) of the Securities Act of 1933.

In connection with the hiring of Michael K. Ellis as chief development officer and J. Harold Allen as vice president of design and
construction, on June 4, 2007 and August 29, 2007, the Company granted Mr. Ellis and Mr. Allen restricted stock awards for an aggregate of
10,000 and 5,000, respectively, shares of the Company’s common stock that vest ratably over three years. Vesting of the restricted stock is
contingent upon continued employment and is subject to acceleration under certain circumstances. These issuances were made as an inducement
grant in accordance with Section 4350 of the NASDAQ Marketplace Rules, and were exempt from registration under the Securities Act of 1933
under Section 4(2) of that Act as a transaction not involving any public offering. The issuance of the restricted stock was made without general
solicitation or advertising, no broker or underwriter commissions were paid, and the certificate representing the shares bears a restrictive legend
permitting transfer only upon the registration of the shares or pursuant to an exemption from registration.
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Issuer Purchases of Equity Securities

The following table sets forth information with respect to purchases of shares of the Company’s common stock made during fiscal 2007 by or
on behalf of the Company or any “affiliated purchaser,” as defined by Rule 10b5-1 of the Exchange Act:

Total
Number of
Shares
Purchased as Maximum Number of
Total Part of Shares or Approximate
Number of Average Publicly Dollar Value That May
Shares Price Announced Yet be Purchased
O’Charley’s Purchased Paid Per Plans or Under the Plans or
Accounting Periods 1) Share (2) Programs Programs
7/16/07-8/12/07 — — — $50,000,000
8/13/07-9/9/07 1,385,807 $16.53 1,385,807 $27,088,526
9/10/07-10/7/07 467,300 15.17 467,300 $20,000,000
Total for the Year 1,853,107 $16.19 1,853,107 $20,000,000

(1) All share repurchases were made in open-market transactions pursuant to the publicly announced repurchase
plan.

(2) Average price paid per share is calculated on a trade date basis and includes commissions and fees.

Subsequent to December 30, 2007, we announced that our Board of Directors approved a $20 million increase in our share repurchase
authorization. During 2007, the Board of Directors approved a $50 million repurchase authorization under which we have to date repurchased
$30 million of our common stock. With the increased authorization, we can repurchase an additional $40 million of our common stock. The share
repurchase authorization does not have an expiration date and the pace of repurchase activity will depend on factors such as levels of cash
generation from operations, cash requirements for strategic initiatives, repayment of debt, current stock price, and other factors. O’Charley’s Inc.
may repurchase shares from time to time on the open market under a Rule 10b5-1 plan or in private transactions, including structured
transactions. The share repurchase program may be modified or discontinued at any time. We also announced that we have amended our
revolving credit facility to permit this increased level of share repurchases.

Item 6.  Selected Financial Data.

The selected financial data presented below under the captions “Statement of Operations Data” and “Balance Sheet Data” for, and as of the
end of, each of the fiscal years in the five-year period ended December 30, 2007, were derived from the consolidated financial statements of
O’Charley’s Inc. and subsidiaries. The selected data should be read in conjunction with the consolidated financial statements as of December 30,
2007 and December 31, 2006 and for each of the fiscal years in the three-year period ended December 30, 2007, and the related notes thereto
appearing in this Form 10-K. Certain prior year amounts have been reclassified to conform to the current year presentation.

When you read this financial data, it is important that you also read the consolidated financial statements and related notes included in this

Form 10-K, as well as the section of this report entitled Management’s Discussion and Analysis of Financial Condition and Results of
Operations. Historical results are not necessarily indicative of future results.

17



Statement of Operations Data:
Revenues:
Restaurant sales
Commissary sales
Franchise and other revenue

Costs and Expenses:
Cost of restaurant sales:
Cost of food and beverage
Payroll and benefits
Restaurant operating costs
Cost of restaurant sales, exclusive of depreciation and
amortization shown separately below

Cost of commissary sales

Advertising and marketing expenses

General and administrative expenses

Depreciation and amortization, property and equipment
Impairment, disposal and restructuring charges, net (2)
Pre-opening costs

Income from Operations

Other Expense (Income):
Interest expense, net
Debt extinguishment charge
Other, net

Earnings Before Income Taxes and Cumulative Effect of Change in
Accounting Principle

Income Tax (benefit) / expense

Earnings Before Cumulative Effect of Change in Accounting
Principle

Cumulative Effect of Change in Accounting Principle, net of tax(3)

Net Earnings

Basic Earnings Per Common Share Before Cumulative Effect of
Change in Accounting Principle

Cumulative effect of Change in Accounting Principle, net of tax(3)

Basic Earnings Per Common Share

Diluted Earnings Per Common Share Before Cumulative Effect of
Change in Accounting Principle

Cumulative Effect of Change in Accounting Principle, net of tax(3)

Diluted Earnings Per Common Share

Balance Sheet Data (at end of period):

Working capital deficit

Total assets

Current portion of long-term debt and capitalized lease obligations

Long-term debt and capitalized lease obligations, including
current portion

Total shareholders’ equity

Fiscal Years

2007 2006 2005 2004 2003(1)
(In thousands, except per share data)

$969,497 $978,751 $921,329 $864,259  $753,740
7,783 10,345 8,498 7,035 5,271
472 428 361 92 —
977,752 989,524 930,188 871,386 759,011
284,099 291,759 277,391 260,846 221,052
331,103 328,809 318,513 291,098 252,415
184,761 185,938 172,417 157,732 139,205
799,963 806,506 768,321 709,676 612,672
7,692 9,065 7,716 6,646 4,970
32,534 27,917 25,470 25,656 24,300
49,252 52,211 42,823 38,401 29,473
50,882 46,614 43,806 39,798 36,360
16,537 2,098 7,335 16 (180)
3,065 4,628 6,271 5,908 6,900
959,925 949,039 901,742 826,101 714,495
17,827 40,485 28,446 45,285 44,516
12,329 14,401 14,374 12,604 12,850
— — — — 1,800
(10) (6) 42 — (584)
12,319 14,395 14,416 12,604 14,066
5,508 26,090 14,030 32,681 30,450
(1,724) 7,200 2,001 9,362 9,261
7,232 18,890 12,029 23,319 21,189

— — (151) — —

$ 7232 $ 18890 $ 11878 $ 23319 $ 21,189
$ 031 $ 08 $ 053 $ 105 $ 098
— — (0.01) — —

$ 031 $ 081 $ 052 $ 105 $ 098
$ 031 $ 080 $ 052 $ 103 $ 096
— — (0.01) — —

$ 031 $ 080 $ 051 $ 103 $ 096
$(21,145) $(25814) $(22,270) $(30,986) $(30,284)
648,983 688,638 687,610 658,177 620,673
8,597 9,812 10,975 12,670 10,031
145,235 154,357 185,683 191,805 209,629
365,526 380,826 349,588 330,740 300,187
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On January 27, 2003, we acquired Ninety Nine restaurants, a casual dining restaurant company based in Woburn, Massachusetts. Our fiscal
2003 earnings include the earnings of Ninety Nine for the period from January 27, 2003 through December 28, 2003.

During 2007 we recorded charges of approximately $10.2 million in connection with changes in our supply chain, which primarily consisted
of non-cash charges taken for the loss on the sale of the commissary real estate and facility and related impairment of manufacturing
equipment, charges taken for employee severance and retention, and to a lesser extent, legal and transition costs. We also recorded
impairment and disposal costs of $6.3 million relating to restaurant impairments and other asset retirements during 2007. Included in the
$6.3 million charge is the impairments related to three underperforming O’Charley’s restaurants, one of which was closed, and the
impairment of one Stoney River restaurant and two Ninety Nine restaurants that will remain open. During 2006 we took an impairment
charge on three planned O’Charley’s restaurant closures, one O’Charley’s restaurant and two Ninety Nine restaurants that are impaired but
will remain open, an impairment of purchased software, and assets related to the Company’s re-branding efforts. As a result, we recorded a
non-cash impairment charge of $4.5 million to reflect the difference between the fair value and net book value of the underlying assets. This
impairment charge was partially offset by net gains on the disposal of assets of $2.4 million. During 2005, we took an impairment charge on
two O’Charley’s restaurants that remain open and decided to close six O’Charley’s restaurants and sell a company aircraft. As a result, we
recorded a non-cash impairment charge of $7.2 million to reflect the difference between the fair value and net book value of the underlying
assets. This impairment charge was in addition to losses of $0.1 million taken on the disposal of assets during 2005.

In 2005, we incurred an after-tax charge of $0.2 million, or $0.01 per diluted share, which was recorded as a cumulative effect of a change in

accounting principle for 2005 associated with the adoption of FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement
Obligations - an interpretation of Statement of Financial Accounting Standards No. 143.”
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Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Overview

We are a leading casual dining restaurant company headquartered in Nashville, Tennessee. We own and operate three restaurant concepts
under the “O’Charley’s,” “Ninety Nine” and “Stoney River Legendary Steaks” trade names. As of December 30, 2007, we operated 229
O’Charley’s company-owned restaurants in 16 states in the Southeast and Midwest, 115 Ninety Nine restaurants in nine Northeastern states, and
ten Stoney River restaurants in six states in the Southeast and Midwest. As of December 30, 2007, we had eight franchised O’Charley’s
restaurants including four franchised O’Charley’s restaurants in Michigan and one franchised O'Charley's restaurant in Ohio, one franchised
O’Charley’s restaurant in Pennsylvania, one franchised restaurant in lowa and one franchised restaurant in Tennessee. As of December 30, 2007,
we had two joint venture O’Charley’s restaurants in Louisiana and one joint venture O'Charley's restaurant in Wisconsin, in all of which we have
an ownership interest.

Approximately two years ago we began our turnaround and transformation effort, which has resulted in the development of our strategic plan
focused on the following key elements.

Strengthening the organization with a new core of talent and building a winning team. As part of our multi-year effort to build a winning
team, we announced a number of changes to our management team during the 2007 fiscal year. We hired a new Chief Development Officer, a
new Vice President of Design and Construction, and new Vice Presidents of Human Resources and Culinary Development for the O’Charley’s
concept. We also made changes to the operating organization of the O’Charley’s concept, including the promotion of a new Vice President of
Operations, and new Regional Vice Presidents. We also made changes to our human resources organization to strengthen support in the field and
reduce costs. These changes followed the recruiting and hiring of several members of our senior management team during recent years, including
our Chief Financial Officer, Chief Supply Chain Officer and O’Charley’s Concept President. During 2007, we began a new leadership
assessment and development process that we believe will strengthen our management teams at our restaurants and support centers.

Improving box economics through the execution of product and labor cost management and increasing same store sales through new product
offerings, new marketing, and a more analytical approach to menu pricing. “Box economics” refers to the relationship between our investments
in our restaurants and its impact on our sales and related operating margin. We believe that the completion of our supply chain conversion, the
new labor scheduling system that we are currently implementing and the rollout of our new kitchen display system technology in 2008 will
provide cost savings while improving guest satisfaction. We believe that these efforts had a positive impact in 2007 on our restaurant level
margin, which we define as restaurant sales minus the cost of food and beverage, payroll and benefits, and restaurant operating costs. While
same-store sales and guest counts decreased at O’Charley’s, average check increased by 4.8 percent during 2007. A portion of the decline in
guest counts at O’Charley’s was expected, as we have phased out approximately 80 percent of our Kids-Eat-Free program. However, given the
challenging consumer environment and competitor discounting, the decline in guest counts has been greater than we anticipated. We believe that
the Kids-Eat-Free offering is not consistent with the positioning of the brand and its phase out will enhance the O’Charley’s concept consumer
appeal and financial performance. We increased our advertising spending as a percent of sales in 2007 in order to improve consumer awareness
of our brands.

Our “Project RevO’lution” and ‘Project Dressed to the Nines’ teams continue to focus on box economics by, among other initiatives, training
and implementing new service standards, introducing new kitchen technology and menu engineering, capitalizing on dining room efficiencies and
applying these improvements along with our re-brandings of our O’Charley’s and Ninety Nine restaurants. Another important aspect of our re-
branding is the introduction of concept specific elements, including new uniforms, plateware, menu designs, Curbside-To-Go service and new
service standards. During 2007, we completed 18 ‘Project RevO’lution’ re-brandings at our O’Charley’s restaurants, and 31 ‘Dressed to the
Nines’ re-brandings at our Ninety Nine restaurants. As of December 30, 2007, we have completed 29 ‘Project RevO’lution’ re-brandings at our
O’Charley’s restaurants, and 42 ‘Dressed to the Nines’ re-brandings at our Ninety Nine restaurants since the inception of the re-branding
programs.

We evaluate the results of our re-branding initiatives by comparing the changes in sales and profits at a re-branded restaurant with changes in
sales and profits at a control group or restaurants. On the basis of this analysis we believe that our re-branding initiatives are producing returns on
investment that meet or exceed our targets. We intend to complete approximately 40 re-brandings at Ninety Nine and 70 re-brandings at
O’Charley’s in 2008. We have also introduced a new prototype for our O’Charley’s and Ninety Nine restaurants. As of December 30, 2007, we
have opened five new company-operated O’Charley’s restaurants featuring the concept’s new prototype design and one Ninety Nine restaurant
featuring the new prototype design. We have also opened three franchised O’Charley’s restaurants and one joint-venture O’Charley’s restaurant
featuring the concept’s new prototype design.

Achieving high guest satisfaction and intent to return by instilling “A Passion to Serve” ™. In 2005, we adopted a vision statement: ‘A
Passion to Serve’ *M. This statement describes our commitment to our guests, each other, our stakeholders and our communities. Our vision is to
be the best of class in food and service in our segments of the restaurant industry. We are holding ourselves to higher standards as measured by
our Guest Satisfaction Index or, “GSI,” as we believe that the best marketing takes place within our restaurants. Many of our ‘Project
RevO’lution’ and ‘Project Dressed to the Nines’ initiatives are designed to improve the guest experience. Our senior management teams at
Ninety Nine and O’Charley’s have implemented a combination of in-store and market focus groups designed to solicit feedback about how we
can continue to improve our delivery of great food and service. We believe that an increase in average check requires sustainable improvement in
the guest experience. ‘Project RevO’lution’ and ‘Project Dressed to the Nines’ are key elements in our effort to achieve higher guest satisfaction.
Our product development teams at all three concepts continue to deliver great tasting menu offerings with unique flavor profiles. We believe
that we are taking the appropriate steps to generate profitable and sustainable growth while enhancing shareholder value.

Improving the performance of our supply chain. We completed the sale of our Nashville commissary facility in the second quarter of 2007,

and entered into agreements to outsource distribution, meat and poultry processing, and other manufacturing operations. The manufacturing,
marketing and distribution of O’Charley’s branded food products to retailers have also been outsourced. The transition was completed in the
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fourth quarter. We continue to operate our distribution facility in Bellingham, Massachusetts, which provides distribution services to all Ninety
Nine restaurants. While no decisions have been made, we are considering whether we should continue to operate this facility or outsource its
operation to another company. With the majority of the transition now complete, we believe that our supply chain team is better positioned to
focus upon improving the quality and cost of our products. We expect that the restructuring of our supply chain will reduce our ongoing costs
and expenses by a total of between $2.5 and $3.0 million per year, or between $0.08 and $0.10 per diluted share, with approximately half of this
amount representing reductions in our cost of food and beverage, and half representing reductions in depreciation expense.

Fiscal years end on the last Sunday of the calendar year. Fiscal years 2007 and 2005 each consisted of 52 weeks while fiscal 2006 consisted
of a 53 week year. We have one reportable segment.

Following is an explanation of certain items in our consolidated statements of earnings:

Revenues consist primarily of company-operated and joint venture restaurant sales and, to a lesser extent, commissary sales and franchise
revenue. Restaurant sales include food and beverage sales and are net of applicable state and local sales taxes and discounts. Commissary sales
represent sales to outside parties consisting primarily of sales of O’Charley’s branded food items, primarily salad dressings, to retail grocery
chains, mass merchandisers, wholesale clubs and franchisees. Franchise revenue consists of development fees and royalties on sales by franchised
units. Our development fees for franchisees in which we do not have an ownership interest are between $25,000 and $50,000 per restaurant. The
development fees are recognized during the reporting period in which the developed restaurant begins operation. The royalties are recognized in
revenue in the period corresponding to the franchisees’ sales.

Cost of Food and Beverage primarily consists of the costs of beef, poultry, seafood, produce and alcoholic and non-alcoholic beverages net
of vendor discounts and rebates. The three most significant commodities that may affect our cost of food and beverage are beef, poultry and
seafood which accounted for approximately 27 percent, 10 percent and 10 percent, respectively, of our overall cost of food and beverage in 2007.
Generally, temporary increases in these costs are not passed on to guests; however, in the past, we have adjusted menu prices to compensate for
increased costs of a more permanent nature.

Payroll and Benefits include payroll and related costs and expenses directly relating to restaurant level activities including restaurant
management salaries, bonuses, share-based compensation, hourly wages for restaurant level team members, payroll taxes, workers’
compensation, various health, life and dental insurance programs, vacation expense and sick pay. We have various incentive bonus plans that
compensate restaurant management for achieving certain restaurant level financial targets and performance goals.

Restaurant Operating Costs include occupancy and other expenses at the restaurant level, except property and equipment depreciation and
amortization. In addition to occupancy costs, supplies, straight-line rent, supervisory salaries, bonuses, share-based compensation and related
expenses, management training salaries, general liability and property insurance, property taxes, utilities, repairs and maintenance, outside
services and credit card fees account for the major expenses in this category.

Advertising and Marketing Expenses include all advertising and marketing-related expenses for the various programs that we utilize to
promote traffic and brand recognition for our three restaurant concepts. This category also includes the administrative costs of our marketing
departments.

General and Administrative Expenses include the costs of restaurant support center administrative functions that support the existing
restaurant base and provide the infrastructure for future growth. Executive management and support staff salaries, bonuses, share-based
compensation, benefits, and related expenses, data processing, legal and accounting expenses, changes in the liabilities associated with our non-
qualified deferred compensation plan, and office expenses account for the major expenses in this category. This category also includes all
recruiting, relocation and most severance-related expenses. Severance costs associated with the supply chain restructuring are included in the
“Impairment, Disposal and Restructuring Charges, net” line.

Depreciation and Amortization, Property and Equipment primarily includes depreciation on property and equipment calculated on a
straight-line basis over the estimated useful lives of the respective assets or the lease term plus one renewal term for leasehold improvements, if
shorter. It also includes accelerated depreciation charges taken on assets to be disposed of during our ‘Project RevO’lution’ and ‘Project Dressed
to the Nines’ re-branding activities.

Impairment, Disposal and Restructuring Charges, net includes the various costs associated with restructuring our supply chain, asset
impairments, asset disposals and gains and losses incurred upon the sale of assets. The charges for our supply chain changes consist primarily of
asset impairments and disposals and to a lesser extent severance and retention, legal, consulting and other costs. Impairment charges are taken
for land, buildings and equipment and certain other assets whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the assets to the
future undiscounted net cash flows expected to be generated by the assets. Impairment charges for assets that are held for sale represents the
difference between their current book value and the estimated net sales proceeds. Disposal charges include the costs incurred to prepare the asset
or assets for sale including repair and maintenance; clean up costs; broker commissions; and independent appraisals. Gains and/or losses
associated with the sale of assets are also included in this category.

We evaluate restaurant closures for potential disclosure as discontinued operations based on an assessment of quantitative and qualitative
factors, including the nature of the closure, potential for revenue migration to other company-operated and franchised restaurants, planned market
development in the area of the closed restaurant and the significance of the impact on the related consolidated financial statement line items.

Pre-opening Costs represent costs associated with our store opening teams, as well as other costs associated with opening a new restaurant.
These costs are expensed as incurred. These costs also include straight-line rent related to leased properties from the period of time between when
we have waived any contingencies regarding use of the leased property and the date on which the restaurant opens. The amount of pre-opening
costs incurred in any one period includes costs incurred during the period for restaurants opened and under development. Our pre-opening costs
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may vary significantly from period to period primarily due to the timing of restaurant development and openings. Pre-opening costs also include
training, supply, and other incremental costs necessary to prepare for the re-opening of an existing restaurant as part of ‘Project RevO’lution” and
‘Project Dressed to the Nines’ re-brandings.

Interest Expense, net represents the sum of the following: interest on our revolving credit facility; interest on our 9 percent Senior
Subordinated Notes due 2013 (the Notes); including the impact of the interest rate swaps on the $100.0 million notional amount of the Notes;
amortization of prepaid interest and finance charges; changes in the assets associated with our non-qualified deferred compensation plan resulting
from gains and losses in the underlying funds; and interest income from our investments in overnight repurchase agreements.

Income Tax (Benefit) Expense represents the provision for income taxes, as well as the impact of permanent tax differences on our income
tax provision.
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Results of Operations

The following information should be read in conjunction with “Selected Financial Data” and our consolidated financial statements and the
related notes thereto included elsewhere herein. The following table reflects our operating results for fiscal years 2007, 2006, and 2005 as a
percentage of total revenues unless otherwise indicated. Fiscal years 2007 and 2005 were comprised of 52 weeks while fiscal year 2006 was
comprised of 53 weeks.

2007 2006 2005
Revenues:
Restaurant sales 99.2% 98.9% 99.1%
Commissary sales 0.8 11 0.9
Franchise and other revenue 0.0 0.0 0.0
100.0% 100.0% 100.0%
Costs and Expenses:
Cost of restaurant sales: (1)
Cost of food and beverage 29.3% 29.8% 30.1%
Payroll and benefits 34.2 33.6 34.6
Restaurant operating costs 19.1 19.0 18.7
Cost of restaurant sales (2) 82.5 82.4 83.4
Cost of commissary sales (3) 0.8 0.9 0.8
Advertising and marketing expenses 3.3 2.8 2.7
General and administrative expenses 5.0 5.3 46
Depreciation and amortization, property and equipment 5.2 4.7 47
Impairment, disposal, and restructuring charges, net 1.7 0.2 0.8
Pre-opening costs 0.3 0.5 0.7
Income from Operations 18 41 31
Other Expense (Income):
Interest , net
nterest expense, ne 13 15 15
Earnings Before Income Taxes 0.5 2.6 15
Income Tax (Benefit) Expense 0.2) 0.7 0.2
Net Earninas 0.7% 1.9% 1.3%

(1) Shown as a percentage of restaurant sales.
(2) Exclusive of depreciation and amortization shown separately.

(3) Cost of commissary sales as a percentage of commissary sales was 98.8 percent, 87.6 percent, and 90.8 percent for fiscal years 2007, 2006,
and 2005, respectively.
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The following information should be read in conjunction with “Selected Financial Data” and our consolidated financial statements and the
related notes thereto included elsewhere herein. The following table reflects the margin performance of each of our concepts for fiscal years
2007, 2006, and 2005 as a percentage of restaurant sales for each respective concept. Fiscal years 2007 and 2005 were comprised of 52 weeks
while fiscal year 2006 was comprised of 53 weeks.

2007 2006 2005
($ in millions)

O’Charley’s Concept: (1)
Restaurant Sales: $ 6182 $ 6334 $ 6142

Cost and expenses (2)

Cost of food and beverage 29.1% 29.8% 30.0%
Payroll and benefits 34.0% 33.3% 34.9%
Restaurant operating costs (3) 18.7% 18.7% 18.6%

Costs of restaurant sales (4) 81.8% 81.8% 83.5%

Ninety Nine Concept:
Restaurant Sales: $ 3113 $ 3119 $ 2822

Cost and expenses (2)

Cost of food and beverage 28.7% 29.0% 29.6%
Payroll and benefits 35.4% 35.0% 34.8%
Restaurant operating costs (3) 20.1% 19.7% 19.0%

Costs of restaurant sales (4) 84.2% 83.7% 83.4%

Stoney River Concept:
Restaurant Sales: $ 400 $ 335 $ 249

Cost and expenses (2)

Cost of food and beverage 37.5% 38.6% 38.4%
Payroll and benefits 27.4% 26.8% 24.6%
Restaurant operating costs (3) 17.0% 18.4% 18.6%

Costs of restaurant sales (4) 81.9% 83.8% 81.6%

(1) Includes results from O’Charley’s joint venture operations of approximately $8.9 million, $7.1 million and $3.0 million for
fiscal years ended 2007, 2006 and 2005, respectively, but excludes revenue from franchised restaurants.

(2) Shown as a percentage of restaurant sales.

(3) Includes rent, where 100 percent of the Ninety Nine restaurant locations are leased as compared to 58 percent for O’Charley’s
and 60 percent for Stoney River.

(4) Exclusive of depreciation and amortization.
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The following tables set forth certain unaudited financial and other restaurant data relating to company-owned restaurants, unless otherwise
specified:

2007 2006 2005
Number of Restaurants:
O’Charley’s Restaurants: (1)
In operation, beginning of year 227 225 221
Restaurants opened 5 3 13
Restaurants closed 3) (1) 9)
In operation, end of year 229 227 225
Ninety Nine Restaurants:
In operation, beginning of year 114 109 99
Restaurants opened 2 5 10
Restaurants closed (1) — —
In operation, end of year 115 114 109
Stoney River Restaurants:
In operation, beginning of year 10 7 6
Restaurants opened — 3 1
In operation, end of year 10 10 7
Franchise / Joint Venture Restaurants (O’Charley’s):
In operation, beginning of year 10
Restaurants opened 3 4 4
Restaurants closed (2) — -
In operation, end of year 11 10 6
Average Weekly Sales per Store:
O’Charley’s $ 51,144 $ 52,362 $ 52,254
Ninety Nine 52,629 52,722 52,619
Stoney River 76,883 78,008 77,283
Increase (Decrease) in Same Store Sales (2):
O’Charley’s (2.3)% (0.8)% 0.0%
Ninety Nine 0.9% 0.7% 0.7%
Stoney River (1.3)% 4.0% 3.7%
Increase (Decrease) in Same Store Guest Visits (2):
O’Charley’s (6.8)% (5.00% 0.1%
Ninety Nine (2.9)% (2.2)% 1.4%
Stoney River (8.0)% (0.3)% 1.1%
Increase (Decrease) in Same Store Average Check per Guest (2):
O’Charley’s 4.8% 4.4% 0.0%
Ninety Nine 3.9% 3.0% (0.8)%
Stoney River 7.2% 4.4% 2.6%
Average Check per Guest (3):
O’Charley’s $ 1265 $ 1204 $ 1152
Ninety Nine 14.64 14.08 13.69
Stoney River 44.62 41.72 40.56

(1) O’Charley’s Restaurants refers to O’Charley’s company-operated restaurants only.
(2) When computing same store sales, guest visits and average check per guest, restaurants open for at least 78 weeks are compared from period

to period for Company-operated restaurants. The calculation of change in the same store sales, guest visits and average check per guest for

2005 excludes the prior year sales and guest visits for O’Charley’s restaurants closed during or after Hurricane Katrina for the days they
were closed.

(3) The average check per guest is computed using all restaurants open at the end of the year.
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Fiscal Year 2007 Compared with Fiscal Year 2006

Overview

The comparison between our financial results in 2007 and our financial results in 2006 was impacted by a number of charges incurred as part
of our turnaround and transformation efforts. Impairment, severance, and transition charges relating to the sale of the commissary and other
supply chain changes reduced our income from operations in 2007 by $10.2 million. Severance, recruiting and relocation charges relating to our
organization changes reduced income from operations in 2007 by $2.6 million, and reduced income from operations in 2006 by $2.0 million. We
also continued to incur a number of charges relating to our re-branding initiatives, including initial expenses for advertising and preopening,
accelerated depreciation for the assets removed from the restaurant, and ongoing depreciation charges for the new investments. These charges and
expenses reduced our income from operations by $5.3 million during 2007 and by $1.2 million during 2006.

The comparison between our financial results in 2007 and our financial results in 2006 was also impacted by restaurant impairment charges
in both years, and by the impact of the 53" week in 2006. During 2007 we recorded impairment charges for one restaurant that we closed and for
five restaurants that have remained open. These asset impairment charges, net of gains on related asset sales, reduced income from operations in
2007 by $6.3 million. In comparison, restaurant impairment charges net of gains reduced income from operations in 2006 by $2.1 million. We
estimate that the 53™ week of 2006 contributed revenue of $21.2 million, and income from operations of $4.4 million.

Revenues

As 2007 progressed, the U.S. economy experienced a slow down in consumer spending, as consumers increasingly reacted to declining home
prices, increased prices for energy and food, and turbulence in the credit markets. These trends had a negative impact on our sales and guest
counts in 2007. During 2007, total revenues decreased $11.7 million, or 1.2 percent, to $977.8 million from $989.5 million in 2006. In 2007, we
increased average check at all of our concepts, partially offset by a decrease in guest visits at all of our concepts. The increase in average check
and decrease in guest counts was attributable to the partial phase out of the Kids-Eat-Free program at our O’Charley’s concept, the reduction of
promotional coupons and a more analytical approach to menu pricing at all of our concepts in 2007. We had a net addition of three company-
owned restaurants in 2007.

O’Charley’s company-operated restaurant sales decreased $17.1 million, or 2.7 percent, to $609.2 million during 2007, as compared to
$626.3 million in 2006, primarily as a result of a 53" week in 2006, as compared to a 52 week year in 2007. During 2007, same store sales for
O’Charley’s company-operated restaurants declined 2.3 percent, which was comprised of a decrease in guest counts of 6.8 percent partially offset
by an increase in average check of 4.8 percent. During 2007, we added five new company-operated O’Charley’s restaurants and closed three
company-operated O’Charley’s restaurants.

Ninety Nine restaurant sales decreased $0.6 million, to $311.3 million during 2007, as compared to $311.9 million in 2006. The year-over-
year sales decrease was primarily related to a 53" week in 2006, as compared to 52 weeks in 2007. This was offset by a same store sales increase
of 0.9 percent and the addition of one new restaurant during 2007. The same store sales increase in 2007 was comprised of a 3.9 percent increase
in average check per guest partially offset by a decrease in guest counts of 2.9 percent.

Stoney River restaurant sales increased $6.5 million, or 19.4 percent, to $40.0 million during 2007, as compared to $33.5 million in 2006.
This increase in revenue reflects business from three restaurants that were opened during 2006 and operated for the entire year of 2007, as
compared to only a partial year in 2006. During 2007, Stoney River experienced a same store sales decrease of 1.3 percent which was comprised
of a decrease in guest counts of 8.0 percent partially offset by an increase in average check of 7.2 percent.

Cost of Food and Beverage

During 2007, our cost of food and beverage was $284.1 million, or 29.3 percent of restaurant sales, compared with $291.8 million, or 29.8
percent of restaurant sales, in 2006. This 50 basis point improvement in food and beverage cost as a percentage of sales in 2007 reflects the
impact of our higher average check for all of our concepts which is primarily due to higher margins on our limited time offers, a more analytical
approach to menu pricing and the continued reduction of our Kids-Eat-Free program at our O’Charley’s concept, partially offset by higher costs
on most food commodities.

Payroll and Benefits

During 2007, payroll and benefits were $331.1 million, or 34.2 percent of restaurant sales, compared to $328.8 million, or 33.6 percent of
restaurant sales in 2006. The increase in payroll and benefit costs as a percentage of restaurant sales was due to higher minimum wage rates, the
de-leveraging impact of the reductions in guest counts and higher employee benefit costs.

Restaurant Operating Costs

During 2007, restaurant operating costs were $184.8 million, or 19.1 percent of restaurant sales, compared to $185.9 million, or 19.0 percent
of restaurant sales in 2006. This 10 basis point increase, as a percentage of restaurant sales, is primarily the result of an increase in repair and
maintenance costs, general liability costs and higher occupancy costs.

Advertising and Marketing Expenses

During 2007, advertising and marketing expenditures increased 16.5 percent to $32.5 million from $27.9 million in 2006 and, as a percentage
of total revenues, increased to 3.3 percent from 2.8 percent in 2006. The 50 basis point increase, as a percentage of sales, is primarily attributable
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to our decision to increase spending in this area beginning in the second quarter of 2007 and for the remainder of 2007 at the O’Charley’s concept
in response to current conditions in the restaurant industry and discounting by certain of our competitors.

General and Administrative Expenses

General and administrative expenses decreased 5.6 percent to $49.3 million in 2007 from $52.2 million in 2006, and as a percentage of total
revenues, decreased to 5.0 percent from 5.3 percent in the prior-year. This 30 basis point decrease in general and administrative expenses is
primarily the result of decreased bonus compensation expense as no bonuses were accrued for, or paid to, the executive officers as our 2007
earnings per diluted share were below the bonus threshold level. This decrease was offset by higher costs associated with our share-based
compensation plans and professional fees.

Depreciation and Amortization

During 2007, depreciation and amortization expense was $50.9 million or 5.2 percent of total revenues, as compared to $46.6 million, or 4.7
percent, in 2006. The increase in deprecation and amortization is primarily attributable to our capital expenditures over the past two years and for
charges taken for accelerated depreciation associated with our re-brandings initiative.

Impairment, disposal and restructuring charges, net

During 2007 we recorded charges of $16.5 million for impairment, disposal and restructuring charges, net which consisted of approximately
$10.2 million in connection with changes in our supply chain which primarily consisted of non-cash charges taken for the loss on the sale of the
commissary real estate and facility and related impairment of manufacturing equipment; charges taken for employee severance and retention; and
to a lesser extent, legal and transition costs. We also recorded impairment and disposal costs of $6.3 million relating to restaurant re-brandings,
restaurant impairments and other asset retirements during 2007. Included in the $6.3 million charge are the impairments related to three
underperforming O’Charley’s restaurants one of which was closed and the impairment of one Stoney River restaurant and two Ninety Nine
restaurants that will remain open. Our results of operations for 2006 include net charges of $2.1 million for impairment, disposals and
restructuring charges. This amount includes an asset impairment charge of approximately $1.6 million related to three planned O’Charley’s
restaurant closures, $1.9 million relating to one O’Charley’s restaurant and two Ninety Nine restaurants that are impaired but will remain open,
and $1.0 million relating to the impairment of purchased software and assets related to the Company’s re-branding efforts. The $4.5 million
charge in 2006 was offset by a net gain of $2.4 million on assets held for sale and other assets that were sold.

Pre-opening Costs

During 2007, our pre-opening costs decreased approximately $1.5 million to $3.1 million, or 0.3 percent of total revenues, compared with
$4.6 million, or 0.5 percent of total revenues, in 2006. The decrease is due to the reduction in company-owned restaurant openings in 2007, as
compared to 2006.
Interest Expense, net

Our net interest costs were $12.3 million in 2007 as compared to $14.4 million in 2006. This change from the prior year is primarily the
result of higher earnings on our cash and cash equivalents, as we earned higher rates of return on our overnight repurchase agreements of
approximately 300 basis points.
Income Taxes

During 2007, our income tax expense decreased $8.9 million to a $1.7 million tax benefit, compared with $7.2 million of tax expense in the
prior year. Our effective tax rate was a negative 31.3 percent in 2007 compared to 27.6 percent in 2006. This decrease was the result of reduced

levels of pretax profit in 2007 along with the value of our tax credits for the FICA tip credit and the work opportunities tax credit that were higher
than our tax liability at the statutory rate.
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Fiscal Year 2006 Compared with Fiscal Year 2005
Revenues

During 2006, total revenues increased $59.3 million, or 6.4 percent, to $989.5 million from $930.2 million in 2005. In 2006, we increased
average check at all of our concepts, partially offset by a decrease in guest visits at all of our concepts. The increase in average check and
decrease in guest counts was primarily attributable to the partial phase out of the Kids-Eat-Free program at our O’Charley’s concept, the
reduction of promotional coupons and a more analytical approach to menu pricing at all of our concepts in 2006. In 2006, we had 53 weeks as
compared to 52 weeks in fiscal 2005 and the estimated revenue increase associated with the 53" week was $21.2 million. We also had a net
addition of ten company-owned restaurants in 2006.

O’Charley’s company-operated restaurant sales increased $15.1 million, or 2.5 percent, to $626.3 million during 2006 as compared to $611.2
million in 2005, as a result of an increase in average check of 4.4 percent offset by a decrease in same restaurant guest visits of 5.0 percent.
During 2006 we added three new and closed one company-operated O’Charley’s restaurants.

Ninety Nine restaurant sales increased $29.7 million, or 10.5 percent, to $311.9 million during 2006 as compared to $282.2 million in 2005.
The year-over-year sales increase was primarily related to a same restaurant sales increase of 0.7 percent and the addition of five new restaurants
during 2006. The same restaurant sales increase was comprised of a 3.0 percent increase in average check partially offset by a decrease in guest
counts of 2.2 percent.

Stoney River restaurant sales increased $8.6 million, or 34.5 percent, to $33.5 million during 2006 as compared to $24.9 million in 2005, as a
result of same restaurant sales increases of 4.0 percent and the addition of three restaurants. The same restaurant sales increase was comprised of
a 4.4 increase in average check partially offset by a decrease in guest visits of 0.3 percent.

Cost of Food and Beverage

During 2006, our cost of food and beverage was $291.8 million, or 29.8 percent of restaurant sales, compared with $277.4 million, or 30.1
percent of restaurant sales, in 2005. This 30 basis point improvement in food and beverage cost as a percentage of sales in the year reflects the
impact of higher average checks and lower costs for poultry, cheese and cooking oils and by a further narrowing of the gap between our
theoretical and actual food costs at the O’Charley’s concept, partially offset by higher costs for beef and seafood, and higher fuel-related
distribution costs.

Payroll and Benefits

During 2006, payroll and benefits were $328.8 million, or 33.6 percent of restaurant sales, compared to $318.5 million, or 34.6 percent of
restaurant sales, in 2005 reflecting an improvement of 100 basis points. Payroll and benefits costs as a percentage of restaurant sales were lower
at the O’Charley’s concept when compared to the prior year. Reductions in employee benefits expense, management salaries, and restaurant-
level bonus expense were partially offset by higher hourly wage expenses and share-based compensation. The reduction in management salaries
reflects reductions in the average number of managers per restaurant in the O’Charley’s concept, while the reduction in bonus expense reflects the
impact of our new performance focused bonus plans. The cost of our employee benefit plans was lower as a percentage of restaurant sales in
2006 than in 2005, reflecting reductions negotiated with certain health care plans earlier in 2006, and the implementation of our new benefit plans
on September 1, 2006.

Restaurant Operating Costs

During 2006, restaurant operating costs were $185.9 million, or 19.0 percent of restaurant sales, compared to $172.4 million, or 18.7 percent
of restaurant sales, in 2005. This 30 basis point increase is primarily the result of an increase in utility costs, and an increase in repair and
maintenance.
Advertising and Marketing Expenses

During 2006, advertising and marketing expenditures increased 9.4 percent to $27.9 million from $25.5 million in 2005 and, as a percentage

of total revenues, increased to 2.8 percent from 2.7 percent. The ten basis point increase as a percentage of sales is primarily attributable to
additional advertising and marketing expenditures to support our limited time menu offerings.
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General and Administrative Expenses

General and administrative expenses increased 22.0 percent to $52.2 million in 2006 from $42.8 million in 2005, and as a percentage of total
revenues, increased to 5.3 percent from 4.6 percent. This 70 basis point increase in general and administrative expenses is primarily the result of
severance, recruiting and relocation expenses related to our recent management changes, an increase in incentive compensation expense, an
increase in share-based compensation expense and an increase in legal expenses, partially offset by decreases in other areas. The increase in legal
expense is primarily attributable to previously disclosed legal proceedings. The increase in share-based compensation expense is primarily
attributable to restricted share expense and also includes the expensing of stock options and the employee stock purchase plan discount as a result
of the adoption of Financial Accounting Standards Board Statement No. 123R, “Share-Based Payment”.

Depreciation and Amortization

During 2006, depreciation and amortization expense was $46.6 million as compared to $43.8 million in 2005 and was flat as a percentage of
total revenues at 4.7 percent. The increase in deprecation and amortization is primarily attributable to the Company’s capital expenditures in
2006 and 2005.

Impairment, disposal and restructuring charges, net

Our results of operations for the year ended December 31, 2006 include net charges of $2.1 million for asset impairment and disposals. This
amount includes an asset impairment charge of approximately $1.6 million related to the three planned O’Charley’s restaurant closures, $1.9
million relating to one O’Charley’s restaurant and two Ninety Nine restaurants that are impaired but will remain open, and $1.0 million relating to
the impairment of purchased software and assets related to the Company’s re-branding efforts. The $4.5 million charge in 2006 was offset by a
net gain of $2.4 million on assets held for sale and other assets that were sold or settled. In 2005, our results included impairment and disposal
charges of $7.3 million related to six restaurant closures, a corporate aircraft, two restaurants that remained open and other non-operating assets.

Pre-opening Costs

During 2006, our pre-opening costs decreased approximately $1.7 million to $4.6 million, or 0.5 percent of total revenues, compared with
$6.3 million, or 0.7 percent of total revenues, in 2005. The 27.0 percent decrease is due to 11 company-owned restaurant openings in 2006 as
compared to 24 company-owned restaurant openings in 2005.

Interest Expense, net

Our net interest costs were $14.4 million in 2006 as compared to $14.4 million in 2005. Interest expense during 2006 reflects $125.0 million
of senior subordinated notes at a fixed rate of 9.0 percent; approximately $7.0 million weighted average debt outstanding on our $125.0 million
revolving credit facility; and other debt including capitalized lease obligations and prepaid financing costs. Approximately $100.0 million of the
9.0 percent senior subordinated notes have been effectively converted through interest rate swap agreements into a variable interest rate
obligation based on the six-month LIBOR rate in arrears plus 3.9 percent. On October 18, 2006, we entered into a five-year $125 million secured
revolving credit facility, which amended and restated our $125 million secured revolving credit facility that was scheduled to mature on
November 4, 2007.

Income Taxes
During 2006, our income tax expense increased $5.2 million to $7.2 million, or 0.7 percent of total revenues, compared with $2.0 million, or

0.2 percent of total revenues, in 2005. Our effective tax rate was 27.6 percent in 2006 compared to 14.3 percent in 2005. This increase was
primarily attributable to higher 2006 pretax earnings.
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Outlook

We expect to report net earnings per diluted share of between $0.30 and $0.40 for the fiscal year ending December 28, 2008. Projected
results for 2008 include anticipated charges of between $0.45 and $0.50 per diluted share related to the re-branding of approximately 110
restaurants, and the roll-out of kitchen display systems to more than 200 restaurants. Given current economic conditions, our guidance anticipates
flat or declining same store sales for the year. For fiscal 2008, we have locked in our pricing for over 90 percent of our estimated requirements
for beef and poultry, approximately 75 percent of our requirements for pork, and almost half of our requirements for seafood. Using a constant
product mix, our locked in pricing for 2008 is between zero and one percent higher for beef, between eight and nine percent higher for poultry,
between three and four percent higher for pork, and between four and five percent lower for seafood than the average prices paid for similar
products during 2007. In 2008, we expect to open between three and five new O’Charley’s company-operated restaurants, between two and four
new Ninety Nine restaurants, and one or two new Stoney River restaurants. We expect to spend between $65 million and $75 million for capital
investments during 2008. Our guidance for 2008 does not reflect any impact for share repurchases, organizational or other changes relating to our
transition efforts, or any proxy-related charges or expenses.

Liquidity and Capital Resources

Our primary sources of capital have historically been cash provided by operations, borrowings under our credit facilities and capital leases.
Our principal capital needs have historically arisen from property and equipment additions, acquisitions, and payments on long-term debt and
capitalized lease obligations. In addition, we lease a substantial number of our restaurants under operating leases and have substantial operating
lease obligations. Like many restaurant companies, our working capital has historically had current liabilities in excess of current assets due to
the fact that most of our sales are received as cash or credit card charges, and we have reinvested our cash in new restaurant development and re-
branding efforts. We do not believe this indicates a lack of liquidity. To the extent operations generate cash in excess of working capital and
development needs, we have historically invested this cash in overnight repurchase agreements. As previously announced, we have slowed our
restaurant development in order to focus on improving the performance of our existing restaurants. We opened five Company-owned
O’Charley’s restaurants and two Ninety Nine restaurants but no Stoney River restaurants during 2007. As part of our focus on improving the
performance of our existing restaurants, we completed 18 O’Charley’s restaurants re-brandings and 31 Ninety Nine restaurant re-brandings
during 2007 and since inception have completed 29 O’Charley’s restaurant re-brandings and 42 Ninety Nine restaurant re-brandings as of
December 30, 2007.

On October 18, 2006, we entered into a Second Amended and Restated Credit Agreement (the “Credit Agreement”). The Credit Agreement
amended and restated our existing senior secured credit facility entered into on November 4, 2003. The Credit Agreement as amended, provides
for a five-year, $125.0 million revolving credit facility and permits us to request an increase in the principal amount of the facility of up to
$25.0 million. At December 30, 2007, we had no amounts outstanding on the revolving credit facility, except for approximately $12.1 million in
letters of credit which reduce our available borrowings under the Credit Agreement.

The Credit Agreement includes certain customary representations and warranties, negative covenants and events of default. It requires us to
comply with certain financial covenants, including an adjusted debt to EBITDAR ratio, a senior secured leverage ratio, a fixed-charge coverage
ratio and capital expenditures ratio. We were in compliance with such covenants at December 30, 2007.

The interest rates per annum applicable to loans outstanding under the Credit Agreement are, at our option, equal to either a base rate or a
LIBOR rate, in each case plus an applicable margin (0.0 percent to 0.5 percent in the case of base rate loans and 0.75 percent to 1.25 percent in
the case of LIBOR rate loans), depending on our senior secured leverage ratio. At December 30, 2007, our margin applicable to LIBOR loans
was 0.75 percent. In addition to the interest payments required under the Credit Agreement, we are required to pay a commitment fee on the
aggregate average daily unused portion of the credit facility equal to 0.25 percent to 0.375 percent per annum, depending on our senior secured
leverage ratio.

Our obligations under the Credit Agreement are secured by liens on substantially all of our assets, including a pledge of the capital stock of
our material subsidiaries (but excluding real property acquired after November 3, 2003). Except as otherwise provided in the Credit Agreement,
the Credit Agreement will mature on October 18, 2011.

From time to time, we have entered into interest rate swap agreements with certain financial institutions. During the first quarter of 2004, we
entered into interest rate swap agreements with a financial institution that effectively convert a portion of the fixed-rate indebtedness related to
the $125 million aggregate principal amount of senior subordinated notes due 2013 into variable-rate obligations. The total notional amount of
these swaps was $100.0 million and is based on the six-month LIBOR rate in arrears plus a specified margin, the average of which is 3.9 percent.
The terms and conditions of these swaps mirror the interest terms and conditions on our 9.0 percent senior subordinated notes due 2013 and are
accounted for as fair value hedges. These swap agreements expire in November 2013.

As discussed above, our net interest expense was substantially lower in 2007, as compared to 2006 primarily due to the increase in interest
income which resulted from our negotiation of an increase in the rates that we were receiving on our overnight repurchase agreements with our
bank combined with lower borrowings on our revolving credit facility.

On May 18, 2007, we announced the authorization by our board of directors to increase to $50.0 million our share repurchase authorization.
During 2007 the Company repurchased approximately 1.9 million shares of common stock for approximately $30.0 million. Subsequent to
December 30, 2007, we announced that our Board of Directors approved a $20 million increase in our share repurchase authorization. With the
increased authorization, we can repurchase an additional $40 million of our common stock. The share repurchase authorization does not have an
expiration date and the pace of repurchase activity will depend on factors such as levels of cash generation from operations, cash requirements for
strategic initiatives, repayment of debt, current stock price, and other factors. O’Charley’s Inc. may repurchase shares from time to time on the
open market under a Rule 10b5-1 plan or in private transactions, including structured transactions. The share repurchase program may be
modified or discontinued at any time.
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We announced a quarterly dividend of $0.06 per share during the second, third and fourth quarters of 2007. During the 52 weeks ended
December 30, 2007, we have paid approximately $4.2 million in dividends.

In 2007, net cash flows used by investing activities included capital expenditures incurred principally for building new restaurants,
improvements to existing restaurants, and technological improvements at our restaurant support center. We did not finance any capital
expenditures during 2007 or 2006. Capital expenditures for 2007 and 2006 were as follows:

December December

30, 31,

2007 2006

(in thousands)

New restaurant capital expenditures $ 18,542 $ 31,353
Re-branding capital expenditures 17,638 8,199
Other capital expenditures 15,818 14,064
Total capital expenditures $ 51,998 $ 53,616

The following tables set forth our capital structure and certain financial ratios and financial data at and for the fiscal years ended December
30, 2007 and December 31, 2006. The presentation of long-term debt throughout the tables that follow represents long-term debt after giving
effect to the fair value of the interest rate swap we are using to hedge the variability of the fair value of $100.0 million of the 9% senior notes due
2013.

December 30, December 31,
2007 2006
$ % $ %
(Dollars in thousands)

Revolving credit facility $ — 0.0% $ — 0.0%
Secured mortgage note payable 76 0.0 102 0.0
GE Capital Financing arrangement 1,149 0.2 1,197 0.2
Note payable to Stoney River managing partners 418 0.1 393 0.0
Capitalized lease obligations 17,402 34 27,665 5.2
Total senior debt 19,045 3.7 29,357 5.4
Fair value adjustments on hedged debt 1,190 0.2 — 0.0
Senior subordinated notes 125,000 24.5 125,000 234
Total debt(1)(2) 145,235 28.4 154,357 28.8
Shareholders’ equity 365,526 71.6 380,826 71.2
Total capitalization $ 510,761 100.0% $ 535,183 100.0%
Adjusted total debt(1)(3) $ 411,363 $ 419,109

Adjusted total capitalization(1)(3) $ 776,889 $ 799,935

EBITDA(L)(4) $ 68,719 $ 87,105

As of and for the year ended

December 30, December 31,
2007 2006
($ in thousands)
EBITDA(1)(4) $68,719 $87,105
Ratio of total debt to EBITDA 2.1x 1.8x
Ratio of EBITDA to interest expense, net 5.6x 6.0x
Ratio of total debt to total capitalization 28% 29%
Ratio of adjusted total debt to adjusted total capitalization 53% 5204

(1) We believe EBITDA, total debt, adjusted total debt and adjusted total capitalization are useful measurements to investors because they are
commonly used as analytical indicators to evaluate performance, measure leverage capacity and debt service ability. These measures should
not be considered as measures of financial performance or liquidity under U.S. generally accepted accounting principles (GAAP). EBITDA,
total debt, adjusted total debt and adjusted total capitalization should not be considered in isolation or as alternatives to financial statement
data presented in our consolidated financial statements as an indicator of financial performance or liquidity. EBITDA, total debt, adjusted
total debt and adjusted total capitalization, as presented, may not be comparable to similarly titled measures of other companies.

(2) Total debt represents the long-term debt and capitalized lease obligations, in each case including current portion. The following table

reconciles total debt, as described above, to the long-term debt and capitalized lease obligations as reflected in our consolidated balance
sheets:
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Fiscal Years

2007 2006
(in thousands)

Current portion of long-term debt and capitalized lease obligations $ 8597 $ 9812
Add:

Fair value adjustments on hedged debt 1,190 —
Long-term debt, excluding current portion 126,464 126,540
Capitalized lease obligations, excluding current portion 8,984 18,005
Total debt $ 145235  $ 154,357

(3) Adjusted total debt represents the sum of long-term debt and capitalized lease obligations, in each case including current portion, plus the
product of (a) rent expense for the 52 and 53 weeks ended December 30, 2007 and December 31, 2006, respectively, multiplied by (b) eight.
Adjusted total capitalization represents the sum of long-term debt and capitalized lease obligations, in each case including current portion,
shareholders’ equity, plus the product of (a) rent expense for the 52 and 53 weeks ended December 30, 2007 and December 31, 2006,
respectively, multiplied by (b) eight. The following table reconciles adjusted total debt and adjusted total capitalization, as described above,
to the long-term debt and capitalized lease obligations in each case including current portion and shareholders’ equity as reflected in our

consolidated financial statements and the notes to the consolidated financial statements:

Fiscal Years
2007 2006
(in thousands)

Current portion of long-term debt and capitalized leases $ 8,597 $ 9,812
Add:

Fair value adjustments on hedged debt 1,190 —
Long-term debt, excluding current portion 126,464 126,540
Capitalized lease obligations, less current portion 8,984 18,005
Total debt 145,235 154,357
Add eight times rent expense 266,128 264,752
Adjusted total debt 411,363 419,109
Add:

Shareholders’ equity 365,526 380,826
Adjusted total capitalization $ 776,889 $ 799,935

(4) EBITDA represents earnings before interest expense, income taxes, depreciation and amortization, as defined in our credit agreement. The
following tables reconcile EBITDA, as described above, to net earnings, and to cash flows provided by operating activities as reflected in

our consolidated statements of operations and cash flows:

Net earnings

Add:

Income tax (benefit) expense

Inter

est expense, net

Depreciation and amortization
EBITDA
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Fiscal Years
2007 2006
(in thousands)
$ 7,232 $ 18,890
(1,724) 7,200
12,329 14,401
50,882 46,614
$ 68,719 $ 87,105



Fiscal Years

2007 2006
(in thousands)
Cash flows provided by operating activities $ 64,913 $ 83,227
Adjustment for items included in cash provided by operating activities
but excluded from the calculation of EBITDA:

Deferred income taxes 7,760 7,495

Expense related to share-based compensation (4,036) (2,655)
Amortization of deferred gain on sale-leasebacks 1,056 1,077

Impairment, disposal and restructuring charges and loss on sale of assets (14,181) (2,673)
Changes in operating assets and liabilities 7,375 (17,425)
Changes in long-term assets and liabilities (3,903) (2,200)
Income tax (benefit) expense (1,724) 7,200

Interest expense 11,459 13,059

EBITDA $ 68,719 $ 87,105

Based upon the current level of operations and anticipated growth for our restaurant concepts, we believe that cash flow from operations and
borrowings under our Credit Agreement are sufficient to fund our working capital needs over at least the next 12 months. There can be no
assurances that such sources of financing will be available to us or that any such financing would not negatively impact our earnings.
Contractual Obligations and Commercial Commitments

The following tables set forth our contractual obligations and commercial commitments at December 30, 2007.

Payments Due by Period

Less More
than than
Total 1Yr 1-3Yrs 3-5Yrs 5 Years

Contractual Obligation (in thousands)
Long-term debt(1) $126,643 $ 179 $ 363 $ 260 $125,841
Capitalized lease obligations(2) 18,505 9,098 7,558 1,849 —
Operating leases 417,623 32,102 63,056 61,374 261,091
Unconditional purchase obligations(3) 380,742 156,537 162,819 44,559 16,827
Total contractual obligations $943,513 $ 197,916 $ 233,796 $ 108,042 $ 403,759

Amount of Commitment Expiration per Period

Less More
Total than than
Other Commercial Commitments Committed 1Yr 1-3Yrs 3-5Yrs 5 Years
(in thousands)
Line of credit(4) $ 125,000 — — $ 125,000 —
FIN 48 tax liability 8,688 1,510 4,722 2,456 —

(1) The presentation of long-term debt shown above represents long-term debt after giving effect to the fair value of the interest rate swap we
are using to hedge the variability of the fair value of $100.0 million of the 9% senior notes due 2013.

(2) Capitalized lease obligations include the $1.1 million interest component.

(3) These purchase obligations are primarily food obligations with fixed commitments in regards to the time period of the contract with annual
price adjustments that can fluctuate and a fixed beverage contract with an annual price adjustment. In situations where the price is based on
market prices, we use the existing market prices at December 30, 2007 to determine the amount of the obligation. Of the total unconditional
purchase obligations shown, $380.7 million is based on variable pricing that is adjusted annually.

(4) This pertains to our revolving credit facility. At December 30, 2007, we had no amounts outstanding on this revolving credit facility. We
have approximately $12.1 million of outstanding letters of credit as of December 30, 2007, which reduces the capacity of the revolving
credit facility but is not funded debt. As of December 30, 2007, we have approximately $112.9 million remaining borrowing capacity under
our revolving credit facility. As noted in footnote nine in the notes to our audited consolidated financial statements, this credit facility was
amended and restated on October 18, 2006, with a maturity date of October 18, 2011.
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Joint Ventures and Franchise Arrangements

In connection with our franchising initiative, we have entered into joint venture arrangements to develop and operate O’Charley’s
restaurants. For any franchisee or joint venture partner in which we have an ownership interest, we may make loans to the joint venture entity
and/or guarantee certain of its debt and obligations. While we continue to work towards increasing our number of franchised restaurants, as of
December 30, 2007, we do not intend to do so pursuant to joint venture agreements.

To date, we have invested in two joint ventures for the development of O’Charley’s restaurants. On August 20, 2004, we invested in a joint
venture for the development of three O’Charley’s restaurants in certain markets in Southern Louisiana. On November 8, 2004, we invested in a
joint venture for the development of three O’Charley’s restaurants in Wisconsin. Under the terms of the limited liability company agreements for
both of the joint ventures, ownership of the joint venture entity is shared equally between us and our joint venture partner. The joint venture entity
is managed by a Board of Managers composed of two individuals designated by the joint venture partner and two individuals designated by us.
The joint venture partner was required to make capital contributions in the aggregate amount of $500,000 to the joint venture entity and we
agreed to make initial loans to the joint venture entity in the maximum principal amount of $750,000. The loans are secured by substantially all of
the assets of the joint venture entity and are partially guaranteed by the joint venture partner.

In order to assist our first joint venture (JFC Enterprises, LLC) to open its restaurants, we decided to make additional loans to the joint
venture, and as of December 30, 2007, we had advanced a total of approximately $9.1 million to the joint venture. In addition, the joint venture
has been given access to a $1.2 million loan through GE Capital Franchise Finance Corporation, which we guarantee. These loans funded most of
the investment in the building and equipment, and the start-up and operating losses incurred in the joint venture’s restaurants. Although we are
not obligated to do so, we are likely to fund future operating losses.

In similar fashion to our first joint venture, in order to assist our second joint venture (WI-Tenn Restaurants, LLC) to open its restaurants, we
decided to make additional loans to the joint venture, and as of December 30, 2007, we had advanced a total of approximately $3.9 million to the
joint venture. This loan funded most of the investment in the building and equipment, and the start-up and operating losses incurred in the joint
venture’s restaurants. We are currently in a dispute with our joint venture partner in WI-Tenn Restaurants, LLC. See “Item 3. Legal
Proceedings.”

Under FIN 46(R), both joint ventures are variable interest entities, as we do not anticipate them having sufficient equity to fund their
operations. Since we have borne a disproportionate share of the financial risk associated with the joint ventures, we are deemed to be the primary
beneficiary of the joint ventures, and in accordance with FIN 46(R), we consolidate the joint ventures in our consolidated financial statements.

On December 30, 2003, we entered into a multi-unit franchise agreement with Meritage Hospitality Group, Inc. (“Meritage”), which
currently operates four O’Charley’s restaurants in Michigan. The agreement specifies that Meritage will develop a total of 15 new O’Charley’s
restaurants.

The franchising arrangement required us to provide access to certain contractual arrangements that we have with our vendors in order for the
franchisee to benefit from those contracts. The development fees for the franchisee were $50,000 each for the first two restaurants and $25,000
each for the remaining 13 restaurants. The agreements also require the franchisee to pay a franchise fee and marketing fund fee that are based on
a percentage of sales. Pursuant to the arrangement, the franchisee was required to pay $212,500 as development fees at the closing of the
agreement, which represents half of the fees associated with the 15 restaurants agreed upon. The franchisee is required to pay the other half of the
development fee to us as each new restaurant opens. We did not recognize any development fee income in 2007. Additionally, pursuant to a
settlement agreement that we reached with Meritage in 2007 related to a lawsuit which Meritage has dismissed, we agreed to provide certain
financial and other accommodations to Meritage, including the tolling of Meritage’s development obligations, as well as temporary royalty fee
relief.

In 2006 and 2005 we recognized $25,000 and $100,000, respectively, in development fees related to the opening of franchised restaurants.
The remaining development fees paid have been deferred and will be recognized in income as each restaurant opens.

On March 28, 2005, we entered into a development agreement with Four Star Restaurant Group, LLC and Michael R. Johnson. Under the
terms of the agreement, Four Star Restaurant Group, LLC has the right to develop and operate up to ten new O’Charley’s restaurants over the
next six years in certain markets in lowa, Nebraska, and parts of Topeka, Kansas and Eastern South Dakota.

The franchising arrangement requires us to provide access to certain contractual arrangements that we have with our vendors in order for the
franchisee to benefit from those contracts. The development fees for the franchisee are $50,000 each for the first two restaurants and $25,000
each for the remaining eight restaurants. The franchisee is also required to pay a franchise fee and marketing fund fee that are based on a
percentage of sales. Pursuant to the arrangement, the franchisee was required to pay $100,000 as development fees at the closing of the
agreement, which represents a portion of the fees associated with the ten restaurants agreed upon. The franchisee is required to pay the remaining
amount of the development fees to us as each new restaurant opens. The development fees paid have been deferred and will be recognized in
income as each restaurant opens. During 2007, this franchisee opened one restaurant in Des Moines, lowa and we recognized development fees
of $50,000 in income.

On May 18, 2005, we entered into a development agreement with O’Candall Group, Inc. and Sam Covelli. Under the terms of the agreement,
O’Candall Group, Inc. and/or certain of its affiliates have the right to develop and operate up to 50 new O’Charley’s restaurants by November
2013. As of December 30, 2007, the O’Candall Group, Inc operates two O’Charley’s restaurants. The initial development plans are expected to
focus on the Tampa, Florida, Orlando, Florida, Western Pennsylvania and Northern Ohio markets.
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The franchising arrangement requires us to provide access to certain contractual arrangements that we have with our vendors in order for the
franchisee to benefit from those contracts. The development fees for the franchisee are $50,000 each for the initial restaurants and $25,000 each
for the remaining restaurants in each of its four granted areas. The franchisee is also required to pay a franchise fee and marketing fund fee that
are based on a percentage of sales. Pursuant to the arrangement, the franchisee was required to pay $500,000 as development fees at the closing
of the agreement, which represents a portion of the fees associated with the 50 restaurants agreed upon. The franchisee is required to pay the
remaining amount of the development fees to us as each new restaurant opens. The Company recognized in income $50,000 in development fees
for fiscal 2007 and fiscal 2006 related to the opening of a franchised restaurant in each of those fiscal years. The remaining development fees
paid have been deferred and will be recognized in income as each restaurant opens.

On February 1, 2007, we entered into an Operating Agreement with Delaware North Companies Travel Hospitality Services (“DNC”). Under
the terms of the agreement, DNC and/or certain of its affiliates developed and operate one new O’Charley’s Restaurant in the Nashville
International Airport located in Nashville Tennessee.

The Operating Agreement requires us to provide access to certain contractual arrangements that we have with our vendors in order for the
franchisee to benefit from those contracts. The fees for the franchisee were $30,000 for the restaurant. The franchisee is also required to pay a
franchise fee that is based on a percentage of sales. The Company recognized $30,000 in development fees in fiscal 2007 related to the opening of
the franchised restaurant.

Critical Accounting Policies

We prepare our consolidated financial statements in conformity with U.S. generally accepted accounting principles (GAAP). The preparation
of these financial statements requires us 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 (see Note 1 to our consolidated financial statements). Actual results could differ from those estimates. Critical accounting
policies are those that management believes are both most important to the portrayal of our financial condition and operating results, and require
management’s most difficult, subjective or complex judgments, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain. We base our estimates on historical experience, outside advice from parties believed to be experts in such matters, and on
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying value of assets and liabilities that are not readily apparent from other sources. Judgments and uncertainties affecting the
application of those policies may result in materially different amounts being reported under different conditions or using different assumptions.
We consider the following policies to be most critical in understanding the judgments that are involved in preparing our consolidated financial
statements.

Our critical accounting policies are as follows:
¢ Lease accounting
¢ Share-based compensation
«  Property and equipment
e Goodwill and trademarks
«  Impairment of long-lived assets
¢ Income taxes
Lease Accounting

On February 7, 2005, the Office of the Chief Accountant of the SEC issued a letter to the American Institute of Certified Public Accountants
expressing its views regarding certain accounting principles relating to three aspects of lease accounting: the period of time used for the
amortization of leasehold improvements; the recognition of rent expense when the lease term in an operating lease contains a period of free or
reduced rents commonly referred to as a “rent holiday”; and accounting for landlord improvement incentives to tenants. In October 2005, the
Financial Accounting Standards Board (“FASB”) issued FASB Staff Position (“FSP”) FAS 13-1, “Accounting for Rental Costs Incurred during a
Construction Period.” The FASB concludes in this FSP that rental costs associated with ground or building operating leases that are incurred
during a construction period should be expensed.

Our policy for lease accounting involves recognizing rent on a straight-line basis from the time we are committed to a leased property, which
is when all contingencies associated with the delivery of the property by the landlord are taken care of, to the end of the lease term, generally
inclusive of one renewal period. The term, for purposes of straight-line rent calculations and the useful life over which leasehold improvements
are depreciated, is the shorter of the estimated useful life of the leased property or the base lease term, inclusive of one renewal period. We also
recognize tenant allowances as a deferred rent liability and amortize them over the lease term, inclusive of one renewal period.

Share-Based Compensation

Effective December 26, 2005, the Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 123 (Revised 2004),
“Share-Based Payment,” (“SFAS No. 123R”), which requires the measurement and recognition of compensation cost at fair value for all share-
based payments including stock options. We did not record stock option expense prior to the adoption of SFAS No. 123R, because the intrinsic
value of our grants was zero on the respective grant dates. However, prior to the adoption of SFAS No. 123R we presented a proforma disclosure
of stock option expense using grant date fair value measurements. We did, however, record the expense of restricted (non-vested) awards prior to
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the adoption of SFAS No. 123R. We have adopted the provisions of SFAS 123R using the modified prospective method. As a result, share-
based compensation for fiscal 2007 and 2006 includes compensation expense, recognized over the applicable vesting periods, for share-based
awards granted prior to, but not vested as of December 25, 2005, as well as compensation cost for new share-based awards granted during 2007
and 2006.

We use the Black-Scholes-Merton option-pricing model to estimate the fair value of stock options on their grant dates. Under the Black-
Scholes-Merton option-pricing model we estimated volatility using only historical share price performance over the expected life of the option.
Results of prior periods do not reflect any restated amounts upon adoption of SFAS No. 123R under the modified prospective method. The
Company’s policy is to recognize compensation cost for restricted awards with only service conditions and a graded vesting schedule on a
straight-line basis over the requisite service period for the entire award. In addition, SFAS No. 123R also requires that compensation expense be
recognized for only the portion of options and restricted awards that are expected to vest. Therefore, an estimated forfeiture rate derived from
historical employee terminations is applied against share-based compensation expense. The forfeiture rate is applied on a straight-line basis over
the service (vesting) period for each separately vesting portion of the award as if the award was in-substance, multiple awards. In addition, upon
the adoption of SFAS No. 123R we began expensing the discount associated with our employee stock purchase plan based on the actual discount
received.

Property and Equipment

The Company had $435.8 million of property and equipment, net of accumulated depreciation, at December 30, 2007. As discussed in Note
1 to the consolidated financial statements, our property and equipment are stated at cost and depreciated on a straight-line basis over the
following estimated useful lives: building and improvements-30 years; furniture, fixtures and equipment-3 to 10 years. Leasehold improvements
are amortized over the lesser of the asset’s estimated useful life or the expected lease term, inclusive of one renewal period. Equipment under
capital leases is amortized to its expected value at the end of the lease term. Gains or losses are recognized upon the disposal of property and
equipment, and the asset and related accumulated depreciation and amortization are removed from the accounts. Maintenance, repairs and
betterments that do not enhance the value of or increase the life of the assets are expensed as incurred.

Inherent in the policies regarding property and equipment are certain significant management judgments and estimates, including useful life,
residual value to which the asset is depreciated, the expected value at the end of the lease term for equipment under capital leases, and the
determination as to what constitutes enhancing the value of or increasing the life of assets. These significant estimates and judgments, coupled
with the fact that the ultimate useful life and economic value at the end of a lease are typically not known until after the passage of time, through
proper maintenance of the asset, or through continued development and maintenance of a given market in which a restaurant operates can, under
certain circumstances, produce distorted or inaccurate depreciation and amortization or, in some cases result in a write down of the value of the
assets under SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144”). See Critical Accounting
Policy “Impairment of Long-Lived Assets” below.

We believe that our accounting policy for property and equipment provides a reasonably accurate means by which the costs associated with
an asset are recognized in expense as the cash flows associated with the asset’s use are realized.

Goodwill and Trademarks

As discussed in Note 1 to the consolidated financial statements, goodwill and intangible assets with indefinite useful lives are tested for
impairment at least annually in accordance with the provisions of SFAS No. 142. SFAS No. 142 also requires that intangible assets with definite
useful lives be amortized over their respective estimated useful lives to their estimated residual values, and reviewed for impairment in
accordance with SFAS No. 144.

At December 30, 2007, we had $93.5 million in goodwill and $25.9 million in indefinite life intangible assets shown on our consolidated
balance sheets related primarily to the acquisition of Ninety Nine restaurants. The determination of the estimated useful lives and whether these
assets are impaired involves significant judgments based upon short and long-term projections of future performance. Changes in strategy, new
accounting pronouncements and/or market conditions may result in future impairment of recorded asset balances.

On January 27, 2003, we acquired Ninety Nine restaurants for $116 million in cash and approximately 2.34 million shares of our common
stock. We completed a valuation of the assets and liabilities of Ninety Nine and allocated the purchase price to the acquired tangible and
intangible assets and liabilities, including $25.9 million related to trademarks, with the remaining amount of $93.1 million being allocated to
goodwill. We selected the first day of each new fiscal year as the date on which we will test the goodwill and trademarks for impairment. We
completed a valuation of the goodwill and intangibles pursuant to SFAS No. 142 as of December 31, 2007, the first day of fiscal 2008, and our
valuation showed that the fair value of the reporting unit exceeded its net book value and no impairment charge was needed.

Impairment of Long-Lived Assets

As discussed in Note 1 to the consolidated financial statements, SFAS No. 144 requires that long-lived assets and certain identifiable
intangibles be reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to future net
undiscounted cash flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at
the lower of carrying amount or fair value less costs to sell. The cost associated with asset impairments are recorded in the consolidated
statement of earnings in the financial statement line item impairment, disposal and restructuring charges, net.

The judgments made related to the ultimate expected useful life and our ability to realize undiscounted cash flows in excess of the carrying

value of an asset are affected by such issues as ongoing maintenance of the asset, continued development of a given market within which a
restaurant operates, including the presence of traffic generating businesses in the area, and our ability to operate the restaurant efficiently and
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effectively. We assess the projected cash flows and carrying values at the restaurant level, whenever events or changes in circumstances indicate
that the long-lived assets associated with a restaurant may not be recoverable.

We believe that our accounting policy for impairment of long-lived assets provides reasonable assurance that any assets that are impaired are
written down to their fair value and a charge is taken in operating earnings on a timely basis. During the year ended December 30, 2007, we
incurred charges of approximately $10.2 million for fiscal 2007 in connection with changes in its supply chain which primarily consisted of non-
cash charges taken for the loss on the sale of the commissary real estate and facility and related impairment of manufacturing equipment, charges
taken for employee severance and retention, and to a lesser extent, legal and transition costs. In addition to the supply chain charges, we also
recorded impairment and disposal costs relating to restaurant impairments and other asset retirements during fiscal 2007 of approximately $6.3
million. Included in the $6.3 million charge is the impairments related to three underperforming O’Charley’s restaurants one of which was closed
while the other two O’Charley’s restaurants will remain open and the impairment of one Stoney River restaurant and two Ninety Nine restaurants
that will remain open. During the year ended December 31, 2006, we took an impairment charge of $4.5 million for three O’Charley’s
restaurants, two of which were closed in 2007 and one that will be closed and two Ninety Nine restaurants that will remain open. We also
recorded charges for purchased software that is not longer in use and for asset write-offs relating to our ‘Project RevO’lution’ and ‘Dressed to the
Nines’ re-branding efforts. The $4.5 million charge in 2006 was offset by a net gain of $2.4 million on assets held for sale and assets sold or
otherwise settled that were not held for sale. During the year ended December 25, 2005, we took an impairment charge of $7.2 million for eight
O’Charley’s restaurants and a corporate aircraft.

Income Taxes

We must make estimates of certain items that comprise our income tax provision and the related current and deferred tax liabilities. These
estimates include employer tax credits for items such as FICA taxes paid on employee tip income, Work Opportunity and Welfare to Work
credits, as well as estimates related to certain depreciation and capitalization policies. These estimates are made based on the best available
information at the time of the provision and historical experience. We file our income tax returns many months after our year end. These returns
are subject to audit by various federal, state and local governments several years after the returns are filed and could be subject to differing
interpretations of the tax laws. We then must assess the likelihood of successful legal proceedings or reach a settlement, either of which could
result in material adjustments to our consolidated financial statements. Under FASB Interpretation (“FIN”) No. 48 “Accounting for Uncertainty
in Income Taxes”, (“FIN No. 48”) we are required to perform an analysis and measure each uncertain tax position. The analysis and
measurement requires estimates and interpretations to be made. We base these estimates upon the best available information at that time of the
provision and in coordination with our interpretation of existing tax law.

As part of the computation of the income tax provision, we identify and measure deferred tax assets and liabilities. We weigh available
evidence in determining the realization of deferred tax assets. Available evidence includes historical, current and future financial performance of
the Company. We also consider the scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies in
making this assessment. If we determine it is more likely than not that some portion or the entire deferred tax asset will not be recognized, the
deferred tax asset will be reduced by a valuation allowance. At December 30, 2007, the Company had deferred tax valuation allowance of $4.8
million.

Recently Issued Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, (“SFAS No. 157”). This Standard defines fair value,
establishes a framework for measuring fair value in U.S. generally accepted accounting principles and expands disclosures about fair value
measurements. SFAS No. 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007 and interim periods
within those fiscal years. We have determined that SFAS No. 157 will not have any impact on our 2008 results of operations or financial
position.

In February, 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS No.
159”). SFAS No. 159 permits entities to choose to measure certain financial assets and financial liabilities at fair value. Unrealized gains and
losses on items for which the fair value option has been elected are reported in earnings. SFAS No. 159 is effective for fiscal years beginning
after November 15, 2007. We have determined that SFAS No. 159 will not have any impact on our 2008 results of operations or financial
position.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS No.141(R)”), which replaces SFAS
No. 141, “Business Combinations.” SFAS No. 141(R) retains the underlying concepts of SFAS No. 141 in that all business combinations are still
required to be accounted for at fair value under the acquisition method of accounting, but SFAS No. 141(R) changed the method of applying the
acquisition method in a number of significant aspects. Acquisition costs will generally be expensed as incurred; noncontrolling interests will be
valued at fair value at the acquisition date; in-process research and development will be recorded at fair value as an indefinite-lived intangible
asset at the acquisition date; restructuring costs associated with a business combination will generally be expensed subsequent to the acquisition
date; and changes in deferred tax asset valuation allowances and income tax uncertainties after the acquisition date generally will affect income
tax expense. SFAS No. 141(R) is effective on a prospective basis for all business combinations for which the acquisition date is on or after the
beginning of the first annual period subsequent to December 15, 2008, with the exception of the accounting for valuation allowances on deferred
taxes and acquired tax contingencies. SFAS No. 141(R) amends SFAS No. 109 such that adjustments made to valuation allowances on deferred
taxes and acquired tax contingencies associated with acquisitions that closed prior to the effective date of SFAS No. 141(R) would also apply the
provisions of SFAS No. 141(R). Early adoption is not permitted. We have not yet determined the impact if any, that SFAS No. 141(R) may have
on our results of operations and financial position.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements—an amendment of ARB

No. 51" (“SFAS No. 160”). This statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or after
December 15, 2008, with earlier adoption prohibited. This statement requires the recognition of a noncontrolling interest (minority interest) as
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equity in the consolidated financial statements and separate from the parent’s equity. The amount of net income attributable to the noncontrolling
interest will be included in consolidated net income on the face of the income statement. It also amends certain of ARB No. 51’s consolidation
procedures for consistency with the requirements of SFAS No. 141(R). This statement also includes expanded disclosure requirements regarding
the interests of the parent and its noncontrolling interest. We have not yet determined the impact if any, that SFAS No. 160 may have on our
results of operations and financial position.

Impact of Inflation

The impact of inflation on the cost of food, labor, equipment, land construction costs, and fuel/energy costs could adversely affect our
operations. A majority of our employees are paid hourly rates related to federal and state minimum wage laws. The federal government and
several states have instituted or are considering changes to their minimum wage and/or benefit related laws which, if and when enacted, could
have an adverse impact on our payroll and benefit costs. As a result of increased competition and the low unemployment rates in the markets in
which our restaurants are located, we have continued to increase wages and benefits in order to attract and retain management personnel and
hourly employees. In addition, most of our leases require us to pay taxes, insurance, maintenance, repairs and utility costs, and these costs are
subject to inflationary pressures. Commaodity inflation has had a significant impact on our operating costs. We also believe that increased fuel
costs over the past 18 months have had a negative impact on consumer behavior and have increased the cost of operating our Commissary. We
attempt to offset the effect of inflation through periodic menu price increases, economies of scale in purchasing and cost controls and efficiencies
at our restaurants.

Item 7A.  Quantitative and Qualitative Disclosures About Market Risk.

We are subject to market risk from exposure to changes in interest rates based on our financing, investing, and cash management activities.
We utilize a balanced mix of debt maturities along with both fixed-rate and variable-rate debt to manage our exposures to changes in interest
rates. Our fixed-rate debt consists primarily of capitalized lease obligations and senior subordinated notes and our variable-rate debt consists
primarily of our revolving credit facility.

As an additional method of managing our interest rate exposure on our credit facility, at certain times we enter into interest rate swap
agreements whereby we agree to pay over the life of the swaps a fixed interest rate payment on a notional amount and in exchange we receive a
floating rate payment calculated on the same amount over the same time period. The fixed interest rates are dependent upon market levels at the
time the swaps are consummated. The floating interest rates are generally based on the monthly LIBOR rate and rates are typically reset on a
monthly basis, which is intended to coincide with the pricing adjustments on our revolving facility. At December 30, 2007, we had limited
interest rate exposure because there were no amounts outstanding on our credit facility. Accordingly, at December 30, 2007, we did not have any
swaps outstanding to manage the interest rate exposure of our credit facility.

At December 30, 2007 and December 31, 2006, we had interest rate swap agreements with a financial institution that effectively converted a
portion of the fixed-rate indebtedness related to our $125.0 million senior subordinated notes due 2013 into variable-rate obligations. The total
notional amount of these swaps is $100.0 million and is based on six-month LIBOR rates in arrears plus a specified margin, the average of which
is 3.9 percent. The terms and conditions of these swaps mirror the interest terms and conditions on the notes. These swap agreements expire in
November 2013.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
O’Charley’s Inc.:

We have audited the accompanying consolidated balance sheets of O’Charley’s Inc. and subsidiaries (the Company) as of December 30, 2007
and December 31, 2006, and the related consolidated statements of earnings, shareholders’ equity and comprehensive income, and cash flows for
each of the fiscal years in the three-year period ended December 30, 2007. In connection with our audits of the consolidated financial statements,
we have also audited financial statement schedule I, Valuation and Qualifying Accounts. These consolidated financial statements and the
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements and the financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 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 presentation. 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 financial position of
O’Charley’s Inc. and subsidiaries as of December 30, 2007 and December 31, 2006, and the results of their operations and their cash flows for
each of the fiscal years in the three-year period ended December 30, 2007, in conformity with U. S. generally accepted accounting principles.
Also, in our opinion, the related financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein.

As discussed in note 1 to the consolidated financial statements, the Company adopted Financial Accounting Standards Board (FASB)
Interpretation No. 48, Accounting for Uncertainty in Income Taxes, in 2007; and adopted FASB Statement No. 123(R), Share-based Payment in
2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), O’Charley’s
Inc.’s internal control over financial reporting as of December 30, 2007, based on criteria established in Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated March 12, 2008 expressed an
unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ KPMG LLP

Nashville, Tennessee
March 12, 2008
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CONSOLIDATED BALANCE SHEETS

December 30, December 31,
2007 2006

(dollars in thousands)

ASSETS
Current Assets:

Cash and cash equivalents $ 9,982 $ 19,923
Trade accounts receivable, less allowance for doubtful accounts of $92 in 2007 and $175 in 2006 17,352 14,903
Inventories 18,382 30,895
Deferred income taxes 13,793 12,049
Assets held for sale 2,909 1,962
Other current assets 3,424 4,797

Total current assets 65,842 84,529
Property and Equipment, net 435,752 464,107
Goodwill 93,461 93,381
Intangible Assets 25,946 25,921
Other Assets 27,982 20,700
Total Assets $ 648,983 $ 688,638

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:

Trade accounts payable $ 10,808 $ 17,548
Accrued payroll and related expenses 17,761 21,267
Accrued expenses 23,451 24,515
Deferred revenue 17,808 19,765
Federal, state and local taxes 8,562 17,436
Current portion of long-term debt and capitalized lease obligations 8,597 9,812
Total current liabilities 86,987 110,343
Other Liabilities 59,832 52,924
Long-Term Debt, less current portion 127,654 126,540
Capitalized Lease Obligations, less current portion 8,984 18,005

Shareholders’ Equity:
Common stock—No par value; authorized, 50,000,000 shares; issued and outstanding, 23,148,313

in 2007 and 24,492,124 in 2006 174,985 193,690
Retained earnings 190,541 187,136
Total shareholders’ equity 365,526 380,826

Total Liabilities and Shareholders’ Equity $ 648,983 $ 688,638

See accompanying notes to the consolidated financial statements
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CONSOLIDATED STATEMENTS OF EARNINGS

Revenues:
Restaurant sales
Commissary sales
Franchise and other revenue

Costs and Expenses:

Cost of restaurant sales:
Cost of food and beverage
Payroll and benefits
Restaurant operating costs

Cost of restaurant sales, exclusive of depreciation and
amortization shown separately below

Cost of commissary sales

Advertising and marketing expenses

General and administrative expenses

Depreciation and amortization, property and equipment
Impairment, disposal and restructuring charges, net
Pre-opening costs

Income from Operations

Other Expense (Income):
Interest expense, net
Other, net

Earnings Before Income Taxes and Cumulative Effect of Change in
Accounting Principle

Income Tax (Benefit) / Expense

Earnings Before Cumulative Effect of Change in Accounting Principle
Cumulative Effect of Change in Accounting Principle, net of tax

Net Earnings

Basic Earnings Per Common Share Before Cumulative Effect of Change in

Accounting Principle
Cumulative Effect of Change in Accounting Principle, net of tax
Basic Earnings Per Common Share

Diluted Earnings Per Common Share Before Cumulative Effect of Change in

Accounting Principle
Cumulative Effect of Change in Accounting Principle, net of tax
Diluted Earnings Per Common Share

See accompanying notes to the consolidated financial statements
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Year Ended
December 30, December 31, December 25,
2007 2006 2005
(in thousands, except per share data)

$ 969,497 $ 978,751 $ 921,329
7,783 10,345 8,498
472 428 361
977,752 989,524 930,188
284,099 291,759 277,391
331,103 328,809 318,513
184,761 185,938 172,417
799,963 806,506 768,321
7,692 9,065 7,716
32,534 27,917 25,470
49,252 52,211 42,823
50,882 46,614 43,806
16,537 2,098 7,335
3,065 4,628 6,271
959,925 949,039 901,742
17,827 40,485 28,446
12,329 14,401 14,374
(10) (6) 42
12,319 14,395 14,416
5,508 26,090 14,030
(1,724) 7,200 2,001
7,232 18,890 12,029
= = __ (s
$ __ 7282 $ _ 183890 $ _ 11878
$ 0.31 $ 0.81 $ 0.53
— S — (001
$ 0.31 $ 0.81 $ 0.52
$ 0.31 $ 0.80 $ 0.52
— — (0.01)
$ 0.31 $ 0.80 $ 0.51



CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME

Balance, December 26, 2004
Comprehensive income:
Net earnings

Unrealized change in market value of derivatives, net of

tax
Total comprehensive income

Shares tendered for minimum tax withholdings

Exercise of employee stock options, including
tax benefits

Shares issued under CHUX Ownership Plan

Issuance of restricted stock

Share-based compensation expense

Balance, December 25, 2005

Comprehensive income:
Net earnings

Unrealized change in market value of derivatives, net of

tax
Total comprehensive income

Shares tendered for minimum tax withholdings

Exercise of employee stock options, including
tax benefits

Shares issued under CHUX Ownership Plan

Reversal of unearned compensation based upon the

adoption of SFAS No. 123R
Share-based compensation expense
Balance, December 31, 2006

Comprehensive income:

Net earnings
Shares tendered for minimum tax withholdings
Cumulative effect of FIN No. 48

Exercise of employee stock options, including
tax benefits
Shares issued under CHUX Ownership Plan

Dividends paid ($0.18 per share)
Shares repurchased

Share-based compensation expense

Balance, December 30, 2007

Accumulated

Other
Common Stock Unearned Comprehensive Retained
Shares Amount Compensation Loss, net Earnings Total
(in thousands)
22,983 $ 178,262 $ (3,666) $ (224) $ 156,368 $ 330,740
— — — — 11,878 11,878
i — — 219 — 219
12,097
(8) (113) — — — (113)
295 4,248 — — — 4,248
146 2,131 — — 2,131
269 1,490 (1,490) — — _
— (644) 1,129 — — 485
23,685 185,374 (4,027) (5) 168,246 349,588
— — — — 18,890 18,890
— — — 5 — 5
18,895
(8) (148) — — — (148)
502 8,027 — — — 8,027
126 1,809 — — 1,809
— (4,027) 4,027 — — —
187 2,655 — — — 2,655
24,492 193,690 — — 187,136 380,826
— — — — 7,232 7,232
(38) (738) — — — (738)
— 998 — — 401 1,399
299 5,695 — — — 5,695
92 1,304 — — 1,304
— — — — (4,228) (4,228)
(1,853)  (30,000) — — — (30,000)
156 4,036 — — — 4,036
23,148 $174,985 $— $ — $190,541 $365,526

See accompanying notes to the consolidated financial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
Net earnings
Adjustments to reconcile net earnings to net cash provided by operating
activities:
Depreciation and amortization, property and equipment
Amortization of debt issuance costs
Deferred income taxes and other income tax related items
Share-based compensation
Amortization of deferred gain on sale-leasebacks
Loss on the sale assets
Impairment, disposal and restructuring charges, net
Changes in assets and liabilities:
Trade accounts receivable
Inventories
Other current assets
Trade accounts payable
Deferred revenue
Accrued payroll, accrued expenses, and federal, state and local taxes
Other long-term assets and liabilities
Tax benefit derived from exercise of stock options
Net cash provided by operating activities
Cash Flows from Investing Activities:
Additions to property and equipment
Proceeds from the sale of assets
Other, net

Net cash used in investing activities

Cash Flows from Financing Activities:

Proceeds from long-term debt

Payments on long-term debt and capitalized lease obligations
Dividends paid

Shares repurchased

Excess tax benefit from share-based payments

Debt issuance costs

Proceeds from the exercise of stock options and issuances under stock purchase

plan
Net cash used in financing activities

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Year Ended
December 30, December 31, December 25,
2007 2006 2005
(in thousands)
$ 7,232 $ 18,890 $ 11,878
50,882 46,614 43,806
870 1,342 1,426
(7,760) (7,495) (3,653)
4,036 2,655 485
(1,056) (1,077) (1,056)
199 139 233
13,982 2,534 7,335
(2,449) (2,051) (3,274)
12,310 14,734 (12,006)
1,374 (398) 377
(6,740) (4,326) 7,615
(1,956) (1,628) 2,183
(9,914) 11,094 3,778
3,903 2,200 2,931
— — 674
64,913 83,227 62,732
(51,998) (53,616) (68,778)
14,694 7,917 3,364
146 (263) 1,987
(37,158) (45,962) (63,427)
— — 5,885
(10,415) (31,718) (15,855)
(4,228) — —
(30,000) — —
737 818 —
(52) (1,011) —
6,262 8,870 5,592
(37,696) (23,041) (4,378)
(9,941) 14,224 (5,073)
19,923 5,699 10,772
$ 9,982 $ 19,923 $ 5,699

See accompanying notes to the consolidated financial statements
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O’CHARLEY’S INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

O’Charley’s Inc. (the “Company”) owns and operates 229 (at December 30, 2007) full-service restaurant facilities in 16 Southeastern and
Midwestern states under the trade name “O’Charley’s”, 115 full-service restaurant facilities in nine Northeastern states under the trade name
“Ninety Nine Restaurants”, and ten full-service restaurant facilities in six states under the trade name “Stoney River Legendary Steaks.” As of
December 30, 2007, the Company had eight franchised O’Charley’s restaurants, including four franchised O’Charley’s restaurants in Michigan,
one franchised O'Charley's restaurant in Pennsylvania, one franchised O'Charley's restaurant in Ohio, one franchised restaurant in lowa and one
franchised restaurant in Tennessee. As of December 30, 2007, the Company had two joint venture O’Charley’s restaurants in Louisiana and one
joint venture O'Charley's restaurant in Wisconsin, in all of which the Company has an ownership interest. The Company’s fiscal year ends on the
last Sunday in December. Fiscal years presented were comprised of 52 weeks in 2007, 53 weeks in 2006 and 52 weeks in 2005. Certain
reclassifications have been made to prior year amounts to conform to the current year presentation.

Principles of Consolidation. The consolidated financial statements include the accounts of the Company and all of its subsidiaries plus the
accounts of the joint ventures (See note below regarding “Investment in Joint Ventures”). All significant intercompany transactions and balances
have been eliminated.

Cash Equivalents. For purposes of the consolidated statements of cash flows, the Company considers all highly liquid debt instruments with
original maturities of three months or less to be cash equivalents. The Company had cash equivalents of $10.6 million and $24.8 million at
December 30, 2007 and December 31, 2006, respectively. These cash equivalents consist entirely of overnight repurchase agreements.

Inventories are stated at the lower of cost (first-in, first-out method) or market and consist primarily of food, beverages and supplies.

Operating Leases. The Company has land and building leases that are recorded as operating leases. Most of the leases have rent escalation
clauses and some have rent holiday and contingent rent provisions. In accordance with FASB Technical Bulletin (“FTB”) No. 85-3, “Accounting
for Operating Leases with Scheduled Rent Increases,” the rent expense under these leases is recognized on the straight-line basis. The Company
uses a lease life or expected lease term that generally is inclusive of one renewal period and begins on the date that the Company becomes legally
obligated under the lease, except where the lease contains a rent holiday during construction as discussed below.

Certain leases provide for rent holidays, which are included in the lease life used for the straight-line rent calculation in accordance with FTB
No. 88-1, “Issues Relating to Accounting for Leases.” Rent expense and an accrued rent liability are recorded during the rent holiday periods,
during which the Company has possession of and access to the property, including the pre-opening period during construction, but is typically not
required or obligated to, and normally does not, make rent payments.

Certain leases provide for contingent rent, which is determined as a percentage of gross sales in excess of specified levels. The Company
records a contingent rent liability and corresponding rent expense when sales have been achieved in amounts in excess of the specified levels.

The same lease life is used for reporting future minimum lease commitments and for assessing leases for capital or operating lease
accounting as is used for the straight-line rent calculation.

Pre-opening Costs represent costs incurred prior to a restaurant opening and are expensed as incurred. These costs also include straight-line
rent related to leased properties from the period of time between when the Company has waived any contingencies regarding use of the leased
property and the date on which the restaurant opens. Pre-opening costs also include training, supply, and other costs necessary to prepare for the
re-opening of an existing restaurant as part of ‘Project RevO’lution’ and ‘Project Dressed to the Nines’ re-brandings.

Investment in Affiliated Company. The Company has an approximate 8 percent ownership interest in a joint venture to operate a restaurant
concept in Chicago, Illinois. The Company is not the primary beneficiary as defined by FIN No. 46(R), “Consolidation of Variable Interest
Entities”, and accounts for its investment using the equity method.

Investment in Joint Ventures. The Company has a 50 percent interest in two joint ventures to operate O’Charley’s restaurants. Under FIN
No. 46(R), the joint ventures (JFC Enterprises, LLC and Wi-Tenn Restaurants, LLC) are considered variable interest entities. Since the Company
currently bears a disproportionate share of the financial risk associated with the joint ventures, it has been deemed to be the primary beneficiary
of the joint ventures and, in accordance with FIN No. 46 (R), the Company consolidates the joint ventures in its consolidated financial statements.
The JFC Enterprise, LLC, joint venture partner has neither the obligation nor the ability to contribute their proportionate share of expected future
losses. Such losses may require additional financial support from the Company. The Wi-Tenn Restaurants, LLC, joint venture partner relied on
the Company to assist it in funding the construction and development of its first restaurant. In addition, subsequent to the opening of its first
restaurant during fiscal 2006, and in accordance with the agreement with the joint venture partner, the Company has provided a revolving credit
agreement which the joint venture can use to operate its first restaurant.

Property and Equipment are stated at cost and depreciated on the straight-line method over the following estimated useful lives: buildings
and improvements-30 years; furniture, fixtures and equipment-3 to 10 years. Leasehold improvements are amortized over the lesser of the asset’s
estimated useful life or the expected lease term, inclusive of one renewal period. Equipment under capitalized leases is amortized to its expected
residual value to the Company at the end of the lease term. Gains or losses are recognized upon the disposal of property and equipment, and the
asset and related accumulated depreciation and amortization are removed from the accounts. Maintenance, repairs and betterments that do not
enhance the value of or increase the life of the assets are expensed as incurred.

Asset Retirement Obligations. The Company has determined that it has potential obligations for certain of its restaurant-level assets.
Specifically, the Company has the obligation to remove certain assets from its restaurants at the end of the lease term and therefore records asset
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retirement obligations. In 2005, the Company adopted FIN No.47, “Accounting for Conditional Retirement Obligations” (“FIN No. 47”) which
clarifies the term “conditional asset retirement obligation” as used in SFAS No. 143, “Accounting for Asset Retirement Obligations.” As a result,
we incurred an after-tax charge of $0.2 million, or $0.01 per diluted share, which was recorded as a cumulative effect of a change in accounting
principle for 2005.

Correction of Immaterial Error Related to Prior Periods. In the course of preparing its 2007 financial statements, the Company identified an
error related to its deferred tax classification between current and long-term deferred tax assets at December 31, 2006. The Company determined
that in accounting for deferred income taxes it did not properly classify the portion of a deferred tax asset related to amounts that would be
realized within the next twelve months as a current asset versus a long-term asset. The Company has corrected the prior year balance sheet
amounts by increasing deferred tax current assets by $3.8 million, reducing deferred tax long-term assets (which are shown in the line “Other
Assets”) by $1.7 million and increasing deferred tax long-term liabilities (which are shown in the line “Other Liabilities”) by $2.1 million.

The Company reviewed the impact of this error on the prior annual period in accordance with Staff Accounting Bulletin (“SAB™) No. 99,
Materiality (“SAB 99”) and SAB 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year
Financial Statements (“SAB 108”) and determined that the error was not material to the prior period.

Managing Partner Program for Stoney River. The Company has established a “managing partner program” for the general managers of its
Stoney River restaurants pursuant to which each general manager had the opportunity to acquire a six percent interest in the limited liability
company that owns the restaurant that the general manager manages, in exchange for a capital contribution to that subsidiary. The general
managers at four of the Stoney River restaurants each acquired a six percent interest in their restaurant for a capital contribution of $25,000 each.
Upon the fifth anniversary of the managing partner’s capital contribution to the subsidiary, the Company has the option, but not the obligation, to
purchase the managing partner’s six percent interest at fair market value. Under the terms of the agreements between the Company and each
managing partner, fair market value would be determined by negotiations between the parties. If such negotiations did not result in an agreement
on value, a third-party appraisal process would be used to determine fair market value.

On a quarterly basis, the managing partner receives an allocation and distribution of six percent of the operating profit of his or her
restaurant. Upon termination, a managing partner’s interest would be repurchased by the Company at the value of the managing partner’s capital
account under the terms of the agreement between the Company and each managing partner, which is generally based on the managing partner’s
capital contributions plus respective allocations of the operating profit or losses of his or her restaurant as described above less distributions to the
respective managing partner. Otherwise, the managing partners may not withdraw or receive a return of contributions.

During the two years ended December 30, 2007, the Company has purchased three of the four managing partner’s interests, and are currently
negotiating the fourth as of the year ended December 30, 2007. The Company accounted for those transactions using the purchase method as
prescribed for the repurchase of minority interests in SFAS No. 141, “Business Combinations”. As part of the repurchase of the minority
interests during 2007 and 2006 the Company recorded approximately $0.1 and $0.3 million, respectively, in goodwill. The quarterly profit
distributions to the managing partners are recorded on the Company’s consolidated statement of earnings as a minority interest in earnings, which
is included in payroll and benefits expense.

During 2006, the Company implemented a new “managing partner program” which is a five year operating agreement between the Company
and the general manager that allows the general manager to receive five percent of their restaurant’s profit each quarter and one percent of the
profit in all the restaurants participating under this new program. The Company also accrues an additional five percent of the restaurant’s profit
and one percent of the participating restaurant’s profit in the program each quarter to be paid beginning upon the fifth anniversary of the
agreement over a period of two years in exchange for a $25,000 cash investment by the managing partner. The cash investments made under the
new managing partner program are recorded and shown in the consolidated balance sheet as an other liability. At December 30, 2007, the
Company had no managing partners under the original “managing partner program” and four managing partners under the new “managing
partner program”.

Goodwill and Intangible Assets. Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill and
intangible assets acquired in a purchase business combination and determined to have an indefinite useful life are not amortized, but instead
tested for impairment at least annually. Intangible assets with estimated useful lives are amortized over their respective estimated useful lives to
their estimated residual values, and reviewed for impairment. The goodwill and intangible asset (trademark) recorded as of December 30, 2007
relate primarily to the purchase of Ninety Nine Restaurant and Pub (Ninety Nine) in 2003.

Goodwill and indefinite life intangible assets are tested annually for impairment, and are tested for impairment more frequently if events and
circumstances indicate that the assets might be impaired. An impairment loss is recognized to the extent that the carrying amount of goodwill and
indefinite life intangible assets exceeds their implied fair value. This determination is made at the reporting unit level and consists of two steps.
First, the Company determines the fair value of a reporting unit and compares it to its carrying amount. Second, if the carrying amount of a
reporting unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying amount of the reporting unit’s goodwill over
the implied fair value of that goodwill. The implied fair value of goodwill is determined by allocating the fair value of the reporting unit in a
manner similar to a purchase price allocation, in accordance with SFAS No. 141, “Business Combinations.” The residual fair value after this
allocation is the implied fair value of the reporting unit goodwill.

The Company has selected the first day of each new fiscal year as the date on which it will test the goodwill for impairment. The Company
completed a valuation of the goodwill as of December 31, 2007, and the valuation showed that the fair value of the goodwill exceeded the
carrying value and no impairment charge was needed. Also, as a part of this valuation, the Company reviewed the carrying value of the
trademarks, an indefinite life intangible asset, and found that no impairment charge was needed.

Impairment of Long-Lived Assets. Long-lived assets, such as property and equipment, and purchased intangibles subject to amortization are

reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future
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cash flows expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge
is recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset. Assets to be disposed of are separately
presented in the consolidated balance sheet and reported at the lower of carrying amount or fair value less costs to sell, and are no longer
depreciated. The assets and liabilities of a disposed group classified as held for sale would be presented separately in the appropriate asset and
liability sections of the consolidated balance sheet. The cost associated with asset impairments are recorded in the consolidated statement of
earnings in the financial statement line item impairment, disposal and restructuring charges, net.

Revenues consist of Company-operated and joint venture restaurant sales and, to a lesser extent, commissary sales, franchise revenue and
other revenue. Restaurant sales include food and beverage sales and are net of applicable state and local sales taxes and discounts. Commissary
sales represent sales to outside parties, consisting primarily of sales of O’Charley’s branded food items, primarily salad dressings, to retail
grocery chains, mass merchandisers, wholesale clubs and franchisees. Franchise revenue consists of development fees and royalties on sales by
franchised units. Development fees for franchisees in which the Company has an ownership interest are between $25,000 and $50,000 per
restaurant. The development fees are recognized during the reporting period in which the developed restaurant begins operation. The royalties are
recognized in revenue in the period corresponding to the franchisees’ sales. Revenue resulting from the sale of gift cards is recognized in the
period redeemed.

Vendor Rebates. The Company receives vendor rebates from various non-alcoholic beverage suppliers, and to a lesser extent suppliers of
food products and supplies. Rebates are recognized as reductions to cost, in the cost of food and beverage line, in the same period as the related
food and beverage expense.

Advertising and Marketing Cost. The Company expenses advertising and marketing costs as incurred, except for certain advertising
production costs that are initially capitalized and subsequently expensed the first time the advertising takes place.

Income Taxes are accounted for in accordance with the asset and liability method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in the consolidated statement of earnings in the period that includes the
enactment date.

In July 2006, the FASB issued FIN No. 48, “Accounting for Uncertainty in Income Taxes”, (“FIN No. 48”) which is an interpretation of SFAS
No. 109, “Accounting for Income Taxes”. FIN No. 48 prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. The Company adopted FIN No. 48 as of January 1,
2007. The guidance prescribed in FIN No. 48 establishes a recognition threshold of more likely than not that a tax position will be sustained
upon examination by taxing authorities, based on the technical merits of the position. The measurement attribute of FIN No. 48 requires that a tax
position be measured at the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. As
permitted by FIN No. 48, the Company has elected to include the applicable interest and penalties in income tax expense.

Share-Based Compensation. The Company adopted SFAS No. 123R “Share-Based Payment” (“SFAS No. 123R”) on December 26, 2005.
Prior to December 26, 2005, the Company accounted for its share-based compensation under the recognition and measurement principles of
Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations (“APB Opinion
No. 25”), the disclosure-only provisions of SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”) and the disclosures
required by SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure.” (“SFAS No. 148”) In accordance with APB
Opinion No. 25, no share-based compensation cost was reflected in the Company’s net income prior to fiscal 2006 for grants of stock options to
employees because the Company granted stock options with an exercise price equal to the market value of the stock on the date of grant.

During the Company’s evaluation of SFAS No. 123R on its consolidated financial statements, management made a decision in 2005, which
was approved by the Board of Directors, to accelerate the vesting of certain unvested “out-of-the-money” stock options previously awarded unde