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PART 1 - FINANCIAL INFORMATION

Iltem 1. Financial Statements

Mexican Restaurants, Inc. and Subsidiaries
Consolidated Balance Sheets

ASSETS

Current asset:
Cash
Royalties receivabl
Other receivable
Inventory
Income taxes receivab
Prepaid expenses and other current assets

Total current assets

Property and equipme
Less accumulated depreciation
Net property and equipme

Goodwill
Deferred tax asse
Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payabl
Accrued sales and liquor tax
Accrued payroll and taxe
Accrued expense
Current portion of liabilities associated with lemsand exit
activities
Total current liabilities

Long-term debt

Other liabilities associated with leasing and exitivities, net of current
portion

Deferred gair

Other liabilities

Total liabilities
Commitments and Contingenci

Stockholders' equity
Preferred stock, $0.01 par value, 1,000,000 st
authorized, none issu
Common stock, $0.01 par value, 20,000,000 st
authorized, 4,732,705 shares iss
Additional paic-in capital
Retained earning
Treasury stock of 1,483,189 and 1,485,689 commareshat 3/30/08
and 12/30/07, respectively

Total stockholders' equity

Total Liabilities and Stockholders' Equity

(Unaudited)

3/30/2008 12/30/07
$ 492,79 $ 1,154,62!
65,46¢ 61,23:
766,25¢ 832,79(
718,18 750,51t
350,83( 372,57t
786,78t 975,19!
3,180,32: 4,146,93!
37,687,20 37,028,88
(19,942,59)  (19,175,94)
17,744,60. 17,852,93
11,403,80 11,403,80
437,12 439,98!
484,34¢ 512,26:

$ 33,250,200 $ 34,355,92
$ 1,834,790 $ 2,181,87.
145,24¢ 130,94:
1,067,16. 1,135,32i
993,36t 1,461,14.
53,67+ 148,68:
4,094,24; 5,057,96.
6,200,001 6,400,001
561,76: 577,58.
1,092,74! 1,144,78!
1,906,55: 1,910,27!
13,855,31 15,090,59
47,327 47,327
19,306,96 19,275,06
13,183,41 13,107,89
(13,142,81)  (13,164,96)
19,394,89 19,265,32

$ 33,250,200 $ 34,355,92




See accompanying notes to consolidated financassients.




Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Operations

(Unaudited)

Revenues

Restaurant sale
Franchise fees, royalties and other

Costs and expense

Cost of sale:

Labor

Restaurant operating expen:

General and administrati\

Depreciation and amortizatic
Pre-opening cost

Impairment cost

Vidor fire gain

Loss on sale of property and equipment

Operating income

Other income (expense

Interest incomt
Interest expens
Other, net

Income (loss) from continuing operations beforome taxe
Income tax expense (benefit)

Income (loss) from continuing operatic

Discontinued operation

Loss from discontinued operatio
Restaurant closure income (exper
Gain on sale of assets

Income (loss) from discontinued operagibefore income taxes
Income tax benefit (provision)
Income (loss) from discontinued operations

Net income (loss)

Basic income (loss) per sh

Income (loss) from continuing operatic
Income (loss) from discontinued operations
Net income (loss)

Diluted income (loss) per she
Income (loss) from continuing operatic
Income (loss) from discontinued operations

Net income (loss)

Weighted average number of shares outstandingcfbas

Weighted average number of shares outstandingté¢di

13-Week 13-Week
Period Period
Ended Ended
3/30/2008 4/1/2007
$ 20,244,47 $ 20,327,81
158,58: 162,24«
20,403,05 20,490,06
5,789,89. 5,746,99'
6,431,82 6,848,81!
5,070,49 5,098,16!
2,101,58; 1,908,88!
858,85¢ 821,77:
36,88¢ -
32,25: -
(126,37 -
27,007 7,31
20,222,42 20,431,95
180,62¢ 58,11(
2,082 1,96¢
(141,52) (99,637)
7,332 11,20:
(132,109 (86,46¢)
48,51¢ (28,35¢)
12,16¢ (7,099
36,35: (21,25¢)
- (21,459
52,28¢ (59,020
- 3,41z
52,28¢ (77,06.)
(13,125 28,77¢
39,16« (48,28¢)
$ 75517 $ (69,549
$ 001 $ (0.0
0.01 (0.01)
$ 0.0z $ (0.02)
$ 0.01 % (0.03)
0.01 (0.07)
$ 00z $ (0.02)
3,247,16 3,460,322
3,314,28I 3,460,322




See accompanying notes to consolidfa@ncial statements.




Mexican Restaurants, Inc. and Subsidiaries
Consolidated Statements of Cash Flow
(Unaudited)

Cash flows from operating activities:

Net income (loss
Adjustments to reconcile net income (loss) to rehcprovided by
(used in) operating activitie
Depreciation and amortizatic
Deferred gain amortizatic
Loss (income) from discontinued operati
Impairment cost
Vidor fire gain
Loss on sale of property & equipme
Stock based compensation expe
Excess tax benet- stocl-based compensation expel
Deferred income tax bene
Changes in operating assets and liabilit
Royalties receivabl
Other receivable
Inventory
Income taxes receivahb
Prepaid and other current ass
Other asset
Accounts payabl
Accrued expenses and other liabilit
Liabilities associated with leasing and exit a¢ids
Deferred rent and other long-term liabilities
Total adjustments
Net cash provided by (used in) continuing operation
Net cash used in discontinued operations

Net cash provided by (used in) operating activi

Cash flows from investing activities:
Insurance proceeds received from Vidor fire |
Purchase of property and equipm
Proceeds from sale of property and equipment
Net cash used in continuing operations
Net cash provided by discontinued operations
Net cash used in investing activiti

Cash flows from financing activities:
Borrowings under line of credit agreem:
Payments under line of credit agreen
Excess tax benet- stocl-based compensation expel
Exercise of stock options

Net cash provided by (used in) financing activities
Net decrease in ca:
Cash at beginning of period

Cash at end of period

Supplemental disclosure of cash flow information
Cash paid during the perio
Interest
Income taxe:

13 Weeks 13 Weeks
Ended Ended
3/30/2008 4/1/2007
$
$ 75,51 (69,549
858,85¢ 821,77:
(52,03¢) (52,03%)
(39,16¢) 48,28¢
32,25: -
(126,37:) -
27,00° 7,31¢
44,50( 26,05:
(87€) -
(10,267) (5,197)
(4,232) (7,89%)
68,01 (9,33()
23,47 (9,102)
22,62 53,02¢
188,40 77,82%
17,27« (7,780)
(366,11¢) (352,197)
(521,62¢) (578,05¢)
(19,95¢) (7,077)
(3,71%) 49,37:
138,04 54,99
213,56t (14,55()
(40,09:) (182,81¢)
173,47 (197,36¢t)
200,00 -
(844,86:) (1,166,53")
- 1,20(
(644,86.) (1,165,33")
- 4,02(
(644,86.) (1,161,31)
760,00( 1,550,00!
(960,00() (350,00()
87¢ -
8,67¢ -
(190,44¢) 1,200,00!
(661,83¢) (158,68:)
1,154,62 653,31(
$ 492,79 % 494,62
$ 141,75 $ 84,22
$ - $ -



See accompanying notes tsolidated financial statements.




MEXICAN RESTAURANTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Basis of Presentation

In the opinion of Mexican Restaurants, Inc. (thefithany”), the accompanying unaudited consolidateghtial statements
contain all adjustments (consisting only of normealurring accruals and adjustments) necessaryftir presentation of the
consolidated financial position as of March 30, 20énd the consolidated statements of operatiodisash flows for the 13-week
periods ended March 30, 2008 and April 1, 2007e ddnsolidated statements of operations for thevd&k period ended March 30,
2008 is not necessarily indicative of the resultbeé expected for the full year. During the inteperiods, the Company follows the
accounting policies described in the notes todtssolidated financial statements in its Annual Repod Form 10-K for the year
ended December 30, 2007 filed with the SecuritresExchange Commission on March 26, 2008. Refershould be made to su
consolidated financial statements for informationsach accounting policies and further financiahie

Impact of Recently Issued Accounting Standard

In December 2007, the FASB issued SFAS No(R}1Business Combinations” (“SFAS No. 141(R}hich is a revisiol
of SFAS 141 “Business Combinations”. SFAS No. 14XKignificantly changes the accounting for busiressbinations. Under this
statement, an acquiring entity will be requiredeoognize all the assets acquired and liabilitessimned in a transaction at the
acquisition-date fair value with limited exceptiodglditionally, SFAS No. 141(R) includes a subsi@nmumber of new disclosure
requirements. SFAS No. 141(R) applies prospectitelyusiness combinations for which the acquisitiate is on or after the
beginning of the first annual reporting period g on or after December 15, 2008. Earlier adopi$ prohibited. The Company
is in the process of evaluating the impact the idopf SFAS No. 141(R) will have on its resultsapferations and financial
condition should the Company enter into businesshioations after adoptiol

In December 2007, the FASB issued FASB Statémde. 160, “Noncontrolling Interests in Consolidt~inancial
Statements — An Amendment of ARB No. 51" (“SFAS N60"), which is an amendment to ARB No. 51 “Coidatied Financial
Statements”. SFAS No. 160 establishes new accauatid reporting standards for the noncontrollirtgriest in a subsidiary and for
the deconsolidation of a subsidiary. Specificaltys statement requires the recognition of a notvodimg interest (minority interest)
as equity in the consolidated financial statemantsseparate from the parent’s equity. The amdumetincome attributable to the
noncontrolling interest will be included in constated net income on the face of the income stater8&#MS No. 160 clarifies that
changes in a parestbwnership interest in a subsidiary that do nstlltén deconsolidation are equity transactiorthéf parent retait
its controlling financial interest. In addition,igtstatement requires that a parent recognizeraggdoss in net income when a
subsidiary is deconsolidated. Such gain or loskh&ilmeasured using the fair value of the noncdlimgoequity investment on the
deconsolidation date. SFAS No. 160 also includgseded disclosure requirements regarding the steerd the parent and its
noncontrolling interest. SFAS No. 160 is effectigefiscal years, and interim periods within thdiseal years, beginning on or after
December 15, 2008. Earlier adoption is prohibifete Company is in the process of evaluating thearhphe adoption
of SFAS No. 160 will have on its results of opemas and financial condition. Presently, thereravesignificant noncontrolling
interests in any of the Company’s consolidated isidrses. Therefore, we currently believe the ictpat SFAS No. 160, if any, will
primarily depend on the materiality of noncontradjiinterests arising in future transactions to Wwhkee consolidated financial
statement presentation and disclosure provisiol®-éfS No. 160 will apply

Income Taxes

In May 2006, the State of Texas enacted a new bssitax that is imposed on gross margin to repleeState’s current
franchise tax regime. The new legislation’s effectate was January 1, 2008, which means thdirstiTexas margins tax
(“TMT") return will be due May 15, 2008 and will Hmsed on our 2007 operations. Although the TMilnjosed on an entity’s
gross margin rather than on its net income, cedsapects of the tax make it similar to an inconxe fa accordance with the
guidance provided in SFAS No. 109, we have propgehgrmined the impact of the newly-enacted letisslan the determination of
our reported state current and deferred incomédhbitity.




5.

Stock-Based Compensation

At March 30, 2008, the Company had one equity-basetpensation plan from which stobksed compensation awards
be granted to eligible employees, officers or divex The current plan is the 2005 Long Term InigerPlan. The 1996 Long Term
Incentive Plan, the Stock Option Plan for Non-Enmyple Directors and the 1996 Manager’s Stock Optian Rave terminated by
their own terms, but still have options which remexercisable until the earlier of ten years fréva date of grant or no more than 90
days after the optionee ceases to be an employtee esbmpany. These plans are described in maad deNote 5 of our
consolidated financial statements in our Annuald®epn Form 10-K for the fiscal year ended Decengisr2007. The Company
utilizes SFAS No0.123 (Revised) Share-Based PaynftBEAS No.123(R)”) in accounting for its stock ledscompensation.

On May 22, 2007, the Company’s Board of Directqpraved a restricted stock grant of 10,000 shardts President, with
such grant vesting over a four-year period. Atsstricted stock grants for an aggregate of 11b@0es were made to four
employees of its Michigan operations, with sucmggaresting over a fivgear period. In addition, the Board approved alstaptior
grant to the Company’s President for 50,000 optigitls a grant date price of $8.43. The optiong weer a five-year period, with
no vesting in the first year and vesting of 1098a230% and 40% in the second, third, fourth anti fiears, respectively.

In August 2007, the Company’s Board of Directorpraped restricted stock grants for an aggregag0df00 shares to two
employees, with one 10,000 share grant vesting foxerears and the second 10,000 share graningeas follows: 2,000 shares
vested on August 30, 2007 with the remaining 8 £itdres vesting at 2,000 shares per year over Barsy The Company’s Board
also approved a 20,000 stock option grant to ong@@rae and a 5,000 stock option grant to anothgi@ee with such grants
vesting over five years.

On November 13, 2007, the Company’s Board of Dinecapproved restricted stock grants aggregatin@00Gshares to
four employees, with such grants vesting over a figar period. In addition, the Board approvetbaksoption grant to an employee
for 5,000 options with a grant date price of $6.90is option grant vests over a five year period.

On December 17, 2007, the Company’s Board of Dirscaiwarded 5,000 restricted shares each to tviceodf with such
shares vesting at 20% per year.

The Company receives a tax deduction for certaicksbption exercises during the period the optanesexercised,
generally for the excess of the price for whichdlpions were sold over the exercise prices obiteons. There were 2,500 stock
options exercised in the 13-week period ending k&@, 2008. The Company received cash in the abaf$8,675 from the
exercise of these options.

Income per Share

Basic income per share is based on the weightadigeehares outstanding without any dilutive effecinsidered. Since
the adoption of SFAS No. 123(R) in fiscal year 20difuted income per share is calculated usingrémesury stock method, which
considers unrecognized compensation expense aasvitle potential excess tax benefits that reffecturrent market price and tc
compensation expense to be recognized under SFAS28¢R). If the sum of the assumed proceeds, diretuthe unrecognized
compensation costs calculated under the treasock stethod, exceeds the average stock price, taigens would be considered
antidilutive and therefore excluded from the cadtioln of diluted income per share. For the quagteted March 30, 2008, the
incremental shares added in the calculation otatiluincome per share were 67,119. For the quaniged April 1, 2007 all
incremental shares were antidilutive.

Vidor Fire

The consolidated statement of operationshe quarter ended March 30, 2008 includes aratphne item for a gain
of $126,371 resulting from the write-off of asseé#naged by the February 19th fire at our Casaré3l&urant located in Vidor,
Texas, offset by insurance proceeds for the replaot of assets. The Company’s insurers paid $200r0the first quarter and the
Company has spent $64,958 for the replacementetsasThe Company anticipates finalizing all claimounts, including amounts
related to business interruption, during the seapratter of 2008 and the restaurant is schedulegiojoen in June.




Long-term Debt

On June 29, 2007 the Company entered into a Chgdéement (the “Wells Fargo Agreement”) with Wetlargo Bank,
N.A. (“Wells Fargo”) in order to increase the rewialy loan amount available to the Company from $#ifion to $10 million. In
connection with the execution of the Wells Fargadggnent, the Company prepaid and terminated itsekisting credit facility
between the Company and Bank of America. The Wrellgo Agreement provides for a revolving loan pfta $10 million, with an
option to increase the revolving loan by an addaids5 million, for a total of $15 million. The WeFargo Agreement terminates
June 29, 2010. At the Company’s option, the remghNoan bears an interest rate equal to eitheWtbls Fargo’s Base Rate plus a
stipulated percentage or LIBOR plus a stipulatedg@tage. Accordingly, the Company is impacteditmgnges in the Base Rate ¢
LIBOR. The Company is subject to a non-use fe@.59% on the unused portion of the revolver fromdhate of the Wells Fargo
Agreement. The Wells Fargo Agreement also allopviou2.0 million in annual stock repurchases. Toenpany has pledged the
stock of its subsidiaries, its leasehold interattgatents and trademarks and its furnitureufies and equipment as collateral for its
credit facility with Wells Fargo. The Wells Fardgreement requires the Company to maintain certaimmum EBITDA levels,
leverage ratios and fixed charge coverage ra#assof March 30, 2008, the Company was in complianith all debt covenants and
as of the date hereof expects to be in complianteits debt covenants during the balance of figear 2008.

Restaurant Closure Costs

In the first quarter of 2008, the Company recordestaurant closure income of $52,289, all of whscimcluded in
discontinued operations. This closure income eelad the revision by management of the estimagpdir and maintenance costs,
utility costs and property taxes associated wisitangrants closed in prior years. In the first tpraof 2007, restaurant closure costs
totaled $59,020.

Impairment of Long-Lived Assets

In accordance with SFAS No. 144, “Accounting foe impairments or Disposal of Long-Lived Assétlong-lived assets,
such as property and equipment, and purchasedjibtas subject to amortization, are reviewed fopanment whenever events or
changes in circumstances indicate that the cargingunt of an asset may not be recoverable. Remlolity of assets to be held a
used is measured by a comparison of the carryirmpatof an asset to estimated undiscounted fuash flows expected to be
generated by the asset. If the carrying amouanhadsset exceeds its estimated future cash flawisa@airment charge is recognized
by the amount by which the carrying amount of theeh exceeds the fair value of the asset. Fajubeer ended March 30, 2008,
the Company recorded impairment costs of $32,2B2et to two under-performing restaurants operdtirthe Houston area.

Related Party Transactions

On June 12, 2007, the Company'’s Direcafdfranchise Operations, Mr. Forehand, resignegdsstion and
entered into a five-year employment agreement, lvprovides fo r a reduced operational role with tbempany. He continues to
serve as a Director and as Vice Chairman of thegamy's Board of Directors.

On June 15, 2007, Mr. Forehand entered into antARsehase Agreement to purchase the assets Goiimpany’s Casa
Olé restaurant located in Stafford, Texas, an upeeiorming restaurant, for an agreed price of @6 8hares of the Company’s
common stock. The stock was valued at $8.14 paeskwhich was the ten-day weighted average stock ps of June 12, 2007, for
a total value of $218,205. The sale resultednom@cash loss of $79,015. The restaurant opesati@mne taken over by Mr.
Forehand after the close of business on July 17.20Bie Stafford restaurant operates under the @agip uniform franchise
agreement and is subject to a monthly royalty féer. the 13-week period ended March 30, 2008, thmgany recognized royalty
income of $5,735.

On June 13, 2007, Mr. Forehand entered into a Seoickhase Agreement to sell 200,000 shares ofengopally-owned
common stock back to the Company. The stock whaedat $8.14 per share, which was thedap-weighted average stock price
of June 12, 2007, and the Company finalized thekgpairchase on July 6, 2007.




10. Fair Value Measurements

The Company adopted Statement of Financial Accogritandards No. 157, “Fair Value MeasurementsDecember 31,
2007, for our financial assets and financial lidieis. As permitted by Financial Accounting Stamt$aBoard Staff Position No. 157-
2, we will adopt FAS 157 for our nonfinancial assahd nonfinancial liabilities on December 29, 206&S 157 defines fair value,
provides guidance for measuring fair value, andireg certain disclosures. FSP 157-2 amends FASdL8elay the effective date
of the application of FAS 157 to fiscal years begng after November 15, 2008 for all nonfinanciséets and nonfinancial
liabilities. Nonfinancial assets and nonfinandi@bilities for which we have not applied the preigins of FAS 157 include those
measured at fair value in goodwill impairment tegtand those initially measured at fair value lsuainess combination, and fair
value measurement used in long lived assets uniierlia4.

FAS 157 discusses valuation techniques, such asdinieet approach (comparable market prices), tbenre approach
(present value of future income or cash flow), thelcost approach (cost to replace the servicecitgd an asset or replacement
cost). The statement utilizes a fair value hidrathat prioritizes the inputs to valuation techreq used to measure fair value into
three broad levels. The following is a brief dgstion of those three levels:

» Level 1: Observable inputs such as quoted prigeadjusted) in active markets for identical aseetsbilities.

« Level 2: Inputs other than quoted prices thatadogervable for the asset or liability, either dilor indirectly. Thes
include quoted prices for similar assets or ligieii in active markets and quoted prices for idehtdr similar assets
liabilities in markets that are not actiy

« Level 3: Unobservable inputs that reflect the répg entity’s own assumptions.

The adoption of this statement did not haveaterial impact on our consolidated financiateshents

In February 2007, the FASB issued SFAS M9, “The Fair Value Option for Financial Assatsl Financial Liabilities —
including an amendment of FASB Statement No. 11SFAS No. 159”). This Statement provides an oppatjuto improve
financial reporting by providing entities with tbgportunity to mitigate volatility in reported eamgs caused by measuring related
assets and liabilities differently without havirgapply complex hedge accounting provisions. SFAST$9 becomes effective for
the fiscal years beginning after November 15, 200fe Company adopted SFAS No. 159 on Decembe2(®®I7,, which did not ha
a material impact on the Comp#¢ s consolidated financial position, results of opiers or cash flows

Item 2. Management’s Discussi and Analysis of Financial Condition and Result®f Operations
Special Note Regarding Forward-Looking Statements

This Form 10-Q contains forward-looking statememithin the meaning of the Private Securities Litiga Reform Act of
1995. Such forward-looking statements involve kn@amd unknown risks, uncertainties and other fadtwait may cause the actual
results, performance or achievements of the Compabg materially different from any future resufterformance or achievements
expressed or implied by such forward-looking staets. Such factors include, among others, theviatig: national, regional or
local economic and real estate conditions; inflgtincreased food, labor and benefit costs; grasttitegy; dependence on executive
officers; geographic concentration; increasing sp#bility to adverse conditions in the region; rfjas in consumer tastes and ea
and discretionary spending habits; the risk of fbodne illness; demographic trends; inclement weratinaffic patterns; the type,
number and location of competing restaurants; Hadlability of experienced management and hourlplayees; seasonality and the
timing of new restaurant openings; changes in gowental regulations; dram shop exposure; and élogors not yet experienced
by the Company. The use of words such as “beligVasticipates”, “expects”, “intends” and similaxpressions are intended to
identify forward-looking statements, but are nat #xclusive means of identifying such statemeRisaders are urged to carefully
review and consider the various disclosures madéd¥ompany in this report and in the Company’stmecently filed Annual
Report and Form 10-K that attempt to advise inteceparties of the risks and factors that may atfee Company’s business. The
Company undertakes no obligation to update any statements or publicly announce any updates @sioms to any of the forward-
looking statements contained herein, to reflect@rgnge in its expectations with regard theretanyrchange in events, conditions,
circumstances or assumptions underlying such staten




General

The Company operates and franchises Mexican-thestaurants featuring various elements associatibdthng casual
dining experience under the names Casa Olé, Morisefex-Mex Café, Monterey’s Little Mexico, Tortu@zoastal Cantina, Crazy
Jose’s, La Sefiorita and Mission Burrito. At MaBth 2008 the Company operated 59 restaurants Hisadt 18 restaurants and
licensed one restaurant in various communitieseixa§, Louisiana, Oklahoma and Michigan.

The Company’s primary source of revenues is the salood and beverages at Company-owned restaurdite Company
also derives revenues from franchise fees, royadtial other franchise-related activities with respe its franchised
restaurants. Franchise fee revenue from an ingiiftanchise sale is recognized when all servielging to the sale have been
performed and the restaurant has commenced operdtidial franchise fees relating to area fraselsales are recognized ratably in
proportion to the services that are required tpdréormed pursuant to the area franchise or dewsdmp agreements and
proportionately as the restaurants within the aresopened.

Since its inception as a public pamy in 1996, the Company has primarily grown tgfothe acquisition of other Mexic
food restaurant companie

Results of Operations

Revenues. The Company’s revenues for the first quarteisafd year 2008 decreased $87,008 or 0.4% to $20.4
million compared with $20.5 million for the sameagjier in fiscal year 2007. Restaurant sales fst §uarter 2008 decreased
$83,345 or 0.4% to $20.2 million compared with 8illion for the first quarter of fiscal year 200The decrease in restaurant
revenues reflects the sale of one Casa Olé restanrdune of 2007 and the six week closure of llgroCasa Olé restaurant that was
extensively damaged by fire, the impact of whicls\partially offset by an increase in same-storessaFor the first quarter ended
March 30, 2008, Company-owned same-restaurant sedesased approximately 1.2% and franchised-ovea@de-restaurant sales,
as reported by franchisees, increased approximai8% over the same quarter in fiscal 2007.

Costsand Expenses. Costs of sales, consisting of food, beveragepl, supplies and paper costs, increased as arerc
of restaurant sales 30 basis points to 28.6% cosdpaith 28.3% in the first quarter of fiscal ye®@0Z. The increase primarily
reflects higher commodity prices, especially chedsgegoods and tortillas. In March of 2008, thenfbany raised menu prices at
most of our concepts in an effort to offset soméhefrise in commodity costs.

Labor and other related expenses decreaseg@sentage of restaurant sales 190 basis poiBts 8% as compared with
33.7% in the first quarter of fiscal year 2007.eTdecrease primarily reflects a one-time creduistdjent to group health insurance
related to improved program coverage, and alsodrgdt hourly labor utilization.

Restaurant operating expenses, which primardlde rent, property taxes, utilities, repaidanaintenance, liquor taxes,
property insurance, general liability insurance addertising, decreased as a percentage of restaalgs 10 basis points to 25.0%
as compared with 25.1% in the first quarter ofdlsear 2007. The decrease primarily reflects loaghrertising expense and
insurance expense as a percentage of restaurast paftially offset by higher rent expense.

General and administrative expenses consekpénses associated with corporate and adminigrathctions that support
restaurant operations. As a percentage of totehuge, general and administrative expenses inateld® basis points to 10.3% for
the first quarter of fiscal year 2008 as comparét @.3% for the first quarter of fiscal year 200h. absolute dollars, general and
administrative costs were $192,702 higher in thst fjuarter of fiscal year 2008 compared with ir& fuarter of fiscal year
2007. The increase primarily reflects consultiegs related to marketing and market research fesibh Burrito concept
development, an increase in legal expenses, cingfdtes related to Sarbanes-Oxley compliance,ibgrfkes and stock-based
compensation expense.

Depreciation and amortization expensesitelthe depreciation of fixed assets and the aradidin of intangible
assets. Depreciation and amortization expenseased as a percentage of total sales 20 basis poiht2% for the first quarter of
fiscal year 2008 as compared with 4.0% the samgejua fiscal year 2007. Such expense for th& fjuarter of fiscal year 2008
was $37,085 higher than for the first quarter &tdil year 2007. The increase reflects additioaptetiation expense for remodeled
restaurants, new restaurants, and the replacerhequigpment and leasehold improvements in varioistiag restaurants.
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The Company opened one new Mission Burastaurant during the first quarter of 2008, imicwgy $36,884 in pre-opening
costs.

Impairment Costs. In accordance with Statement of Financial Accounfitandards No. 144, “Accounting for the
Impairments or Disposal of Long-Lived Assets”, ldingd assets, such as property and equipment, arh@sed intangibles subject
amortization, are reviewed for impairment wheneaegnts or changes in circumstances indicate teatalrying amount of an asset
may not be recoverable. Recoverability of asselsetheld and used is measured by a comparisde afarrying amount of an asset to
estimated undiscounted future cash flows expectée tgenerated by the asset. If the carrying atmufien asset exceeds its estimated
future cash flows, an impairment charge is recagphtzy the amount by which the carrying amount efahset exceeds the fair value of
the asset. For the 13-week period ended MarcB@IB, the Company recorded impairment costs of2Zk2related to two
underperforming restaurants operating in the Haouatea.

Vidor Fire. The consolidated statement of operations for tretguended March 30, 2008 includes a separatétdine
for a gain of $126,371 resulting from the write-offassets damaged by the February 19th fire a€asa Olé restaurant located in
Vidor, Texas, offset by insurance proceeds fordptacement of assets. The Company'’s insurers§24i6,000 in the first quarter and
the Company has spent $64,958 for the replacenfiersisets. The Company anticipates finalizing @iralamounts, including amounts
related to business interruption, during the seapratter of 2008 and the restaurant is schedulegiofeen in June.

Gain/Loss on Sale of Assets. During the first quarter of fiscal year 2008 tBompany recorded losses of $27,007
primarily related to the routine disposal of restan assets.

Other Income (Expense). Net expense increased $45,643 to $132,109 ifirdtejuarter of fiscal year 2008 compared with
a net expense of $86,466 in the first quartersafdi year 2007. Interest expense increased $41080141,523 in the first quarter of
fiscal year 2008 compared with interest expensg98f632 in the first quarter of fiscal year 200%erage debt outstanding was higher
during the first quarter of fiscal year 2008 thawas for the first quarter of fiscal year 2007s & March 30, 2008, the Company’s
outstanding debt was $6.2 million. The Companyl griwn $200,000 of its revolving line of credit thg the first quarter of fiscal
year 2008.

Income Tax Expense. The Company'’s effective tax rate from continuingiagions for the first quarter of fiscal year 2008
was an expense of 25.1% as compared to a ben@f.0% for the first quarter of fiscal year 20Qr.determining the quarterly
provision for income taxes, the Company uses amatdd annual effective tax rate based on foredamtaual income and permanent
items, statutory tax rates and tax planning opmitigs in the various jurisdictions in which ther@pany operates. The impact of
significant discrete items is separately recognindgtie quarter in which they occur.

Restaurant Closure Costs.  For the 13-week period ended March 30, 2008Cimapany recorded net restaurant closure
income of $52,289 related to the revision by manege of estimated repair and maintenance costiy uibsts and property taxes
associated with restaurants closed in prior yehrshe first quarter of 2007, restaurant closwsts totaled $59,020.

Liquidity and Capital Resources

The Company met capital requirements for ifs¢ 13-week period of fiscal year 2008 primarily dirawing on its cash
reserves. In the first 13-week period for fiscaay 2008, the Company had cash flow provided byatimg activities of $173,474,
compared with cash flow used ioperating activities of $197,366 in the initial W@ek period of fiscal year 2007. The increaseast
flow from operating activities primarily reflectsd increase in operating income. During the fjtsdrter of fiscal year 2008, the
Company made a net payment of $200,000 toward€dhgpany’s line of credit, compared to a use of ads$iL.2 million primarily
related to payment of capital expenditures durmfirst quarter of fiscal year 2007. As of MaBth 2008, the Company had a
working capital deficit of $913,925 compared witlvarking capital deficit of $911,023 at December 3007 and approximately $1.2
million at April 1, 2007. A working capital deficis common in the restaurant industry, since teatst companies do not typically
require a significant investment in either accouatgivable or inventory.
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Item 3.

The Company's principal capital requiretaamre the funding of routine capital expendituresy restaurant
development or acquisitions and remodeling of oldgts. During the 13-week period ended March28M8, total cash used for
capital requirements was $844,861, which incluggateximately $350,000 spent for routine capitalengtitures, approximately
$420,000 for new restaurant development and apmbely $70,000 spent to-date to reconstruct thrwwesnt in Vidor, Texas
destroyed by fire in February 2008. The Comparsnep one new Mission Burrito restaurant duringfittsé 13-week period of 20C
and a second Mission Burrito restaurant is undastraction and scheduled to open in late May 2008trently, three Mission
Burrito leases are under review and are expected gigned sometime during the second quarter@.20he Company is also
planning the conversion of one existing Company-@vrestaurant to a Mission Burrito restaurantctiveversion of which is
expected to start later this fiscal year. The Canys management anticipates that it will spendagdmately $3.5 million for
capital expenditures during the remainder of figear 2008, exclusive of costs to rebuild the @staurant destroyed by fire, which
will be reimbursed to the Company with insurancecpeds.

Prior to fiscal 2008, the Company has incudebt to carry out acquisitions, to repurchasedtamon stock, to develop
new restaurants and to remodel existing restaurastwell as to accommodate other working capiealds. During the 13-week
period ended March 30, 2008, the Company made payastent of $200,000 towards its line of credis &t March 30, 2008, the
Company had $6.2 million drawn on its line of ctedi

On June 29, 2007 the Company entered into a Chgdéement (the “Wells Fargo Agreement”) with Wetlargo Bank,
N.A. (“Wells Fargo”) in order to increase the revialy loan amount available to the Company from $iifion under its then
existing credit facility with Bank of America to 8Imillion. In connection with the execution ok&tlVells Fargo Agreement, the
Company prepaid and terminated its then existiegditfacility between the Company and Bank of Amoari The Wells Fargo
Agreement provides for a revolving loan of up t®$dillion, with an option to increase the revolvilegin by an additional $5
million, for a total of $15 million. The Wells Fgo Agreement terminates on June 29, 2010. At tiragainy’s option, the revolving
loan bears an interest rate equal to either thds\WWakgo’'s Base Rate plus a stipulated percentaglBOR plus a stipulated
percentage. Accordingly, the Company is impactedianges in the Base Rate and LIBOR. The Compsasybject to a non-use
fee of 0.50% on the unused portion of the revofk@n the date of the Wells Fargo Agreement. Théls\Feargo Agreement also
allows up to $2.0 million in annual stock repuramsThe Company has pledged the stock of its dialbss, its leasehold interests,
its patents and trademarks and its furniture, fegland equipment as collateral for its creditlitgoivith Wells Fargo. The Wells
Fargo Agreement requires the Company to maintataiceminimum EBITDA levels, leverage ratios anxefil charge coverage
ratios. As of March 30, 2008, the Company wasoimgliance with all debt covenants and as of the Hateof expects to be in
compliance with its debt covenants during the badaof fiscal year 2008.

On May 9, 2005, the Company announced its plamfément a limited stock repurchase program in aneapermitted
under its bank financing agreement. The Compaisred into a repurchase plan designed to comply Ritles 10b5-1 and 10b-18
under the Securities and Exchange Act of 1934 uwtih an agent appointed by the Company determtimedime, amount, and
price at which purchases of common stock were madgect to certain parameters established in agvap the Company. Under
this program, the Company purchased shares thritnggthird quarter of fiscal year 2006 at which tithe maximum authority was
reached. The Company presently has no furtheoatitho repurchase outstanding shares of its comstock under this
program. On June 13, 2007, Mr. Forehand entetteckiistock Purchase Agreement to sell 200,000 sludreis personally-owned
common stock back to the Company. The stock waedat $8.14 per share, which was thedap-weighted average stock price
of June 12, 2007, and the Company finalized thekgpairchase on July 6, 2007. Shares previouslyieedjare being held for
general corporate purposes, including the offs¢t@filutive effect on shareholders from the ebserof stock options.

The Company’s management believes that with itsatjppegy cash flow and the Company’s revolving lifieedit under the
Wells Fargo Agreement, funds will be sufficientint@et operating requirements and to finance row@pital expenditures and new
restaurant growth through the next 12 months. &ntbe Company violates a debt covenant, the Coyigparedit facility with
Wells Fargo is not subject to triggering events tirauld cause the credit facility to become duenswvdhan the maturity dates
described in the previous paragraphs.

Quantitative and Qualitative Disclosurs about Market Risk

We are exposed to market risk from changes inaesteates on debt and changes in commodity pi@asexposure to
interest rate fluctuations is limited to our outsteng bank debt. At March 30, 2008, there was $ilRon outstanding under our
revolving credit facility which currently bears @mest at 225 basis points (depending on our leeeratips) over the London
Interbank Offered Rate or LIBOR. Should interedes based on these borrowings increase by onerpgage point, our estimated
guarterly interest expense would increase by $15,50
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Many of the products and the ingredients usedeémptioducts sold in our restaurants are commodhisare subject to
unpredictable price volatility. There are no ebsdied fixed price markets for certain commodisesh as produce and cheese, and
we are subject to prevailing market conditions whperchasing those types of commodities. For otbermodities, we employ
various purchasing and pricing contracts in anreffominimize volatility, including fixed price eracts for terms of one year or |
and negotiating prices with vendors with referetoecBuctuating market prices. We currently do neé financial instruments to
hedge commaodity prices. Extreme and/or long tereneiases in commodity prices could adversely affacfuture results, especia
if we are unable, primarily due to competitive i@as to increase menu prices. Additionally, if ther a time lag between the
increasing commodity prices and our ability to @ase menu prices, or if we believe the commoditepncrease to be short in
duration and we choose not to pass on the costases, our short-term financial results could lgatieely affected.

ltem 4T. Controls and Procedures
Evaluation of Controls and Procedures

The Company maintains disclosure controls and phaess (as defined in Rule 13a-15(e) under the 8msuExchange Act
of 1934, as amended (the “Exchange Act")) thatdesigned to ensure that information required tdibelosed in Exchange Act
reports is recorded, processed, summarized andteelpweithin the time periods specified in the Sé@s and Exchange
Commission’s rules and forms, and that such infoionds accumulated and communicated to the Conipangnagement,
including its Chief Executive Officer (“CEQ”) andhi&f Financial Officer (“CFQO"), as appropriate,atiow timely decisions
regarding required disclosures.

The Company evaluated the effectiveness of thegydesid operation of its disclosure controls and@dores pursuant to
Rules 13a-15(e) and 15d-15(e) under the Exchangas\ef the end of the period covered by this refgased on the evaluation,
performed under the supervision and with the padion of our management, including the CEO amdGRO, the Company’s
management, including the CEO and CFO, concludatktie Company’s disclosure controls and proceduese effective as of the
period covered by this report.
Changes in Internal Control Over Financial Reporting

During the period covered by this report, thereavaw changes in the Compasiynternal control over financial reporting
defined in Rule 13a-15(f) under the Exchange Aud} tnaterially affected or are reasonably likelyrtaterially affect the Compars/’
internal control over financial reporting.

PART Il - OTHER INFORMATION

Item 1A. Risk Factors

There have been no material changes in the Compaisy factors from the disclosure included in Amual Report on
Form 10-K for the fiscal year ended December 30,720
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Item 6. Exhibits

Exhibit Number

31.1

31.2

32.1

32.2

Document Description

Certification of Chief Executive Officer Pursuant$ection 302 of the
Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant$ection 302 of the
Sarbanes-Oxley Act of 2002
Certification of Chief Executive Officer Pursuant$ection 906 of the
Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant$ection 906 of the
Sarbane-Oxley Act of 200z

Items 1, 2, 3, 4 and 5 of this Part Il are not ayalle and have been omitted.
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SIGNATURES

Pursuant to the requirements of the SecuritiesEatiange Act of 1934, the registrant has duly catisis report to be signed on its behalf by
the undersigned thereunto duly authorized.

Mexican Restaurants, Inc.

Dated: May 14, 2008 By: /s/ Cur
Glowacki

Curt Glowacki
Chief Executive Office
(Principal Executive Officer

Dated: May 14, 2008 By: /s/ Andrew .
Dennarc

Andrew J. Dennar

Executive Vice President, Chief Finani
Officer & Treasure

(Principal Financial Officer and Princij
Accounting Officer)



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Curt Glowacki, certify that:
1. I have reviewed this quarterly report on Forr-Q of Mexican Restaurants, In

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nleadisg with respect to the period
covered by this report;

3. Based on my knowledge, the consolidated findistédements, and other financial information ined in this report, fairly presentin all
material respects the consolidated financial camditresults of operations and cash flows of thgifeant as of, and for, the periods
presented in this report;

4. The Registrang’ other certifying officer and | are responsibledetablishing and maintaining disclosure contaold procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the Registrant and have:

(a) designed such disclosure controls andqulures, or caused such disclosure controls mu@ures to be designed under our
supervision, to ensure that material informatidatneg to the Registrant, including its consolidhtibsidiaries, is made known to u
others within those entities, particularly duriig tperiod in which this report is being prepared;

(b) designed such internal control over finanogglorting, or caused such internal control ovearficial reporting to be designed under
supervision, to provide reasonable assurance rieggitte reliability of financial reporting and tipeeparation of consolidated financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) evaluated the effectiveness of the Regissalisclosure controls and procedures and presemtiis report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by répsrt based on such evaluation; and

(d) disclosed in this report any change in thgi&eant’s internal control over financial repogithat occurred during the Registranthos
recent fiscal quarter (the Registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the Registrant’s int@t control over financial reporting; and

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evaluatimernal control over financial
reporting, to the Registrant’s auditors and thetaxammittee of the Registrant’s board of
directors (or persons performing the equivafenttions):

(a) all significant deficiencies and materisaknesses in the design or operation of intexoratrol over financial reporting which are
reasonably likely to adversely affect the Regigtsaability to record, process, summarize and refisancial information; and

(b) any fraud, whether or not material, tlh@blves management or other employees who haignéisant role in
the Registrant’s internal control over finahegporting.

May 14, 2008
/9 Curt Glowacki

By: Curt Glowacki,
Chief Executive Office



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Andrew J. Dennard, certify that:
1. I have reviewed this quarterly report on Forr-Q of Mexican Restaurants, In

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nleadisg with respect to the period
covered by this report;

3. Based on my knowledge, the consolidated findistédements, and other financial information ined in this report, fairly presentin all
material respects the consolidated financial camditresults of operations and cash flows of thgifeant as of, and for, the periods
presented in this report;

4. The Registrang’ other certifying officer and | are responsibledetablishing and maintaining disclosure contaold procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the Registrant and have:

(a) designed such disclosure controls andqulures, or caused such disclosure controls mu@ures to be designed under our
supervision, to ensure that material informatidatneg to the Registrant, including its consolethsubsidiaries, is made known to us
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) designed such internal control over finanogglorting, or caused such internal control ovearficial reporting to be designed under
supervision, to provide reasonable assurance rieggitte reliability of financial reporting and tipeeparation of consolidated financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) evaluated the effectiveness of the Remisis disclosure controls and procedures and pteden this report our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by répsrt based on such evaluation; and

(d) disclosed in this report any change mRegistrant’s internal control over financial rep@ that occurred during the Registranthos
recent fiscal quarter (the Registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the Registrant’s int@t control over financial reporting; and

5. The Registrant’s other certifying officer andave disclosed, based on our most recent evaluatiimernal control over financial
reporting, to the Registrant’s auditors and thetaaanmittee of the Registrant’s board of direst@r persons performing the equivalent
functions):

(a) all significant deficiencies and material Weesses in the design or operation of internalroboter financial reporting which are
reasonably likely to adversely affect the Registsaability to record, process, summarize and refisancial information; and

(b) any fraud, whether or not material, ingblves management or other employees who haignéisant role in the Registrant’s
internal control over financial reporting.

May 14, 2008
/s Andrew J. Dennard

By: Andrew J. Dennarc
Chief Financial Office



E xhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexidaestaurants, Inc. (the “Company”) on Form 10-Qttfer period ending March 30, 2008 as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Curt GlowadRhief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Qdspted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

(1) The Report fully complies with the requirementsse€tion 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.(
78m or 780(d)); an

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodi and results
operations of the Compan

/9 Curt Glowacki

Curt Glowacki
Chief Executive Officer
May 14, 2008

The foregoing certification is being forwarded $plgursuant to Section 906 of the Sarbanes-OxleyoAR002 (subsections (a) and (b) of
Section 1350, Chapter 63 of Title 18, United St&lede) and should not be deemed filed by the Cognfmpurposes of Section 18 of the
Securities Exchange Act of 1934, as amended.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexidaestaurants, Inc. (the Company) on Form 10-Q fermpiriod ending March 30, 2008 as
filed with the Securities and Exchange Commissioithe date hereof (the Report), I, Andrew J. Dedin@hief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Qdspted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

Q) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.C.
78m or 780(d)); an

(2 The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of
operations of the Compan

/9 Andrew J. Dennard

Andrew J. Dennard
Chief Financial Officer
May 14, 2008

The foregoing certification is being forwarded $plgursuant to Section 906 of the Sarbanes-OxleyoA2002 (subsections (a) and (b) of
Section 1350, Chapter 63 of Title 18, United St&lede) and should not be deemed filed by the Cognfmpurposes of Section 18 of the
Securities Exchange Act of 1934, as amended.



