MEXICAN RESTAURANTS INC

FORM 10-Q

(Quarterly Report)

Filed 11/13/06 for the Period Ending 10/01/06

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

1135 EDGEBROOK
HOUSTON, TX 77034
7139437574
0001009244

CASA

5812 - Eating Places
Restaurants

Services

12/28

http://pro.edgar-online.com
© Copyright 2008, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OHE SECURITIES EXCHANGE ACT OF 19:
For the g uarterly period ended October 1, 2006
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15@lf THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file numbe0-28234

EXICAN

FESTAURANTS, IKC,

Mexican Restaurants, Inc.
(Exact name of registrant as specified in its @rart

Texas 76-0493269
(State or other jurisdiction of (IRS Employer Identification Number)
incorporation or organization)

1135 Edgebrook, Houston, Texas 77034-1899
(Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area c@ii8:943-7574
Indicate by check mark whether the Registrafdf) :has filed all reports required to be filed bgcBon 13 or 15(d) of the Securities Exche
Act of 1934 during the preceding 12 months (ordoch shorter period that the Registrant was reduodile such reports), and (2) has kt
subject to such filing requirements for the pastags.

Yes[Xl No[

Indicate by check mark whether the Registrant ia@elerated filer (as defined in Rule 12b-2 ofExehange Act).
YesO No[X]

Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the Brgfe Act).



Yes No [X]

Number of shares outstanding of each of the i’s classes of common stock, as of November 13, 2B8@86,309 shares of common stos
par value $.01.




Table of Contents

Part | - Financial Information

Page No.

Item 1. Financial Statements (unaudited):

Consolidated Balance Sheets 2

Consolidated Statements of Income 3

Consolidated Statements of Cash Flows 4

Notes to Consolidated Financial Stateme 5
Item 2. Management’s Discussion and Analysis of Financ@hdition and Results of Operations 9
Item 3. Quantitative and Qualitative Disclosures About MarRisk 14
ltem 4. Controls and Procedures 14
Part Il - Other Information
ltem 1A. Risk Factors 16
Item 2. Unregistered Sales of Equity Securities and Uderoteeds 16
Item 6. Exhibits 16
Signatures 17
Exhibit 31.1 Section 302 CEO Certification 18
Exhibit 31.2 Section 302 CFO Certification 19
Exhibit 32.1 Section 906 CEO Certification 20

Exhibit 32.2 Section 906 CFO Certification 21




PART 1 - FINANCIAL INFORMATION

| tem 1. Financial Statement:

Mexican Restaurants, Inc. and Subsidiaries

Consolidated Balance Sheets

(Unaudited)
ASSETS 10/1/2006 1/1/2006
Current asset:
Cash and cash equivalel $ 486,49. $ 788,10¢
Royalties receivabl 123,69! 176,64¢
Other receivable 1,237,96: 2,088,03!
Inventory 712,48 744,39
Prepaid expenses and other current a: 935,46 833,67¢
Total current asse 3,496,10: 4,630,86:
Property, plant and equipme 34,997,51 31,511,20
Less accumulated depreciati (17,143,00) (15,315,86)
Net property, plant and equipme 17,854,51 16,195,34
Goodwill 11,403,80 10,902,66
Deferred tax asse - 256,27-
Property held for sale, n - 625,31
Other asset 424,15! 526,80«
Total Asset: $ 33,178,57¢ $ 33,137,26
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current installments of loi-term debi $ 1,000,000 $ 1,000,00t
Accounts payabl 1,598,64! 1,710,06:
Income taxes payab 121,90: 203,11¢
Accrued sales and liquor tax 291,29¢ 127,28
Accrued payroll and taxe 1,464,99: 1,685,23
Accrued expenses and otl 1,375,55! 1,536,89!
Total current liabilities 5,852,39. 6,262,59
Long-term debt, net of current portic 2,450,001 4,500,001
Other liabilities 2,045,58 1,930,05!
Deferred gair 1,404,96. 1,561,07!
Deferred tax liability 56,31 -
Total Liabilities $ 11,809,25 $ 14,253,72

Commitments and Contingenci

Stockholders' equity

Preferred stock, $.01 par value, 1,000,000 st

authorized, none issur




Common stock, $0.01 par value, 20,000,000 sk

authorized, 4,732,705 shares iss 47,32 47,327
Additional paic¢-in capital 19,041,23 19,406,13
Retained earninc 13,768,59 11,620,78
Treasury stock of 1,296,396 and 1,375,728 commaresta

10/1/06 and 1/1/06, respective (11,487,82) (12,190,70)

Total stockholders' equit 21,369,32 18,883,54

Total Liabilities and Stockholders' Equ $ 33,178,57 $ 33,137,26




Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Income

(Unaudited)
13-Week 13-Week 39-Week 39-Week
Period Period Period Period
Ended Ended Ended Ended
10/01/2006 10/02/2005 10/01/2006 10/02/2005
Revenues
Restaurant sales $ 20,832,65 $ 19,593,25 $ 63,733,46 $ 59,784,13
Franchise fees, royalties and other 195,50¢ 179,38. 629,11¢ 532,45¢
Business interruption - - 59,62; -
21,028,16 19,772,63  64,422,20 60,316,59
Costs and expense
Cost of sales 5,760,86! 5,408,11:  17,598,05 16,508,51
Labor 6,920,51. 6,562,931  20,770,77. 19,776,822
Restaurant operating expenses 5,174,64! 4,779,59 15,043,98 13,935,31
General and administrative 1,703,96! 1,671,39. 5,403,63 5,177,401
Depreciation and amortization 830,41 704,49: 2,375,15! 2,050,88:
Pre-opening costs - 16,05( 64,24¢ 55,87¢
Restaurant closure costs 17,45¢ - 95,58¢ -
Hurricane Rita (gain) loss - 274,32t (366,809 274,32¢
(Gain) loss on sale of assets 7,72¢ 158,86¢ (48€) 292,26
20,415,59 19,575,777  60,984,14 58,071,39
Operating income 612,56 196,86¢ 3,438,06. 2,245,19'
Other income (expense
Interest income 4,34¢ 1,557 5,60¢ 2,821
Interest expense (109,230 (136,43) (308,22) (423,15)
Other, net 21,244 31,32( 68,68¢ 90,42¢
(83,637 (103,56() (233,92Y) (329,907
Income from continuing operations before income 528,93( 93,30¢ 3,204,13 1,915,29.
Income tax expense 153,54: 25,01: 1,056,33. 614,76¢
Income from continuing operations 375,38t 68,297 2,147,80: 1,300,52!
Discontinued Operation
Loss from discontinued operations - (58,76%) - (146,039
Loss on sale of assets - (210 - (210
Loss from discontinued operations before incomes = (58,975 = (146,249
Income tax benefit - 21,87: - 54,23t
Loss from discontinued operations - (37,109 - (92,009
Net income $ 375,38¢ $ 31,19t $ 2,147,80: $ 1,208,51i
Basic income per sha
Income from continuing operations $ 011 % 0.0z $ 0.6% 0.3¢



Loss from discontinued operations - (0.01) - (0.09)
Net income $ 011 $ 0.01$ 0.6 $ 0.3t

Diluted income per shai

Income from continuing operations $ 0.1C $ 0.0z $ 0.5¢ $ 0.34
Loss from discontinued operations - (0.07) - (0.02)
Net income $ 0.1C $ 0.01 $ 0.5¢ $ 0.32

Weighted average number of shares (bz 3,400,94 3,435,78 3,386,96! 3,422,80

Weighted average number of shares (dilu 3,633,86! 3,709,39 3,647,24! 3,719,21




Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Cash Flow

(Unaudited)
39-Weeks 39-Weeks
Ended Ended
10/01/200¢ 10/02/200¢

Cash flows from operating activitie
Net income $ 2,147,80. $ 1,208,511
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 2,375,15! 2,050,88;
Deferred gain amortization (156,10) (156,139
Loss from discontinued operations - 92,00¢
Asset impairments and restaurant closure costs 95,58¢ -
Hurricane Rita (gain) loss (366,809 274,32¢
Loss (gain) on sale of property, plant and equigmen (48€) 292,26
Stock option compensation expense 44,82( -
Deferred compensation - 6,30:
Deferred taxes 312,58! 122,12¢
Changes in assets and liabilities, net of effettsusiness acquisition:

Royalties receivable 52,95¢ (69,627
Other receivables 453,41 142,96:
Income tax receivable/payable (81,219 344,14t
Inventory 40,67: (84,347
Prepaid and other current assets (101,789 15,75¢
Other assets 14,55¢ 871
Accounts payable (182,35) 25,72(
Accrued expenses and other liabilities (313,15() (206,639
Other liabilities 115,52t 111,05:;
Total adjustment 2,303,36! 2,961,67.
Net cash provided by continuing operatit 4,451,16. 4,170,18!
Net cash used in discontinued operati = (151,500
Net cash provided by operating activit 4,451,16: 4,018,68:

Cash flows from investing activitie

Insurance proceeds from Hurricane Rita losses 785,02¢ -
Purchase of property, plant and equipment (3,803,47)) (2,953,76)
Proceeds from sale of property, plant and equipment 765,00( 361,33
Business acquisition, net of cash acquired (742,49() -
Net cash used in continuing operatis (2,995,93) (2,592,43)
Net cash used in discontinued operati - (10,019
Net cash used in investing activiti (2,995,93) (2,602,441

Cash flows from financing activitie

Net borrowings (payments) under line of credit 450,00( (1,250,00i)
Payments on long term notes payable (2,500,001 -
Purchase of treasury stock (261,73() (750,26
Windfall tax benefit - stock-based compensationezge 52,46: -
Exercise of stock options 502,42! 419,11¢

Net cash used in financing activities (1,756,84.) (1,581,14)




Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Cash paid during the period:
Interest
Income Taxes

(301,61 (164,91)
788,10 1,293,83
$ 486,49: $  1,128,92
$ 287,09: $ 281,85!
$ 774,81¢ $ 79,64




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 consolidated fina
statements contain all adjustments (consisting ohiyormal recurring accruals and adjustments) seary for a fair presentation
the consolidated financial position as of OctobePd06, and the consolidated statements of incamdecash flows for the 1&eek
and 39-week periods ended October 1, 2006 and &ct®h2005. The consolidated statements of incamnehe 13-week and 39-
week periods ended October 1, 2006 and Octobed@ arenot necessarily indicative of the results to beeetgd for the full yea
During the interim periods, the Company follows #weeounting policies set forth in its consolidafiedncial statements in its Anni
Report and Form 10-K filed with the Securities dbthange Commission on March 30, 2006, as amengdebbn 10K/A filed
with the Commission on April 13, 2006. Referencewdtl be made to such financial statements for médion on such accounti
policies and further financial detail.

The consolidated statements of income and castsffomthe 13-week and 38eek periods ended October 2, 2
have been adjusted to remove the operations okdlosestaurants, which have been reclassified asomisued operatior
Consequently, the consolidated statements of incantecash flows for the 13-week and 88ek periods ended October 2, 2
shown in the accompanying consolidated financetiestents have been reclassified to conform to tttel@r 1, 2006 presentatio
These reclassifications have no effect on totadtassotal liabilities, stockholders’ equity or rietome.

Impact of Recently Issued Accounting Staraatds

In September 2006, the Financial Accounting Stastsl&oard issued Statement of Financial Accountiagdard
(“SFAS”) No. 157, “Fair Value MeasurementSFAS No. 157 defines fair value, establishes aémmark for measuring fair value
generally accepted accounting principles (GAAP)Y anpands disclosures about fair value measureme&his statement appli
under other accounting pronouncements that requiggermit fair value measurements, the FASB hayrayiously concluded
those pronouncements that fair value is the reteraasurement attribute. This Statement is effedtiv financial statements isst
for fiscal years beginning after November 15, 2@®id interim periods within those fiscal years. Wavéh not yet completed ¢
evaluation of the impact of the adoption of SFAS 87, but presently we anticipate that its adeptidll not have a material impe
on our financial statements.

On September 13, 2006, the Securities and Exch@ogemission released Staff Accounting Bulletin (SAR).
108. The interpretations in this Staff AccountingllBtin are being issued to address diversity iacfice in quantifying financi
statement misstatements and the potential undeerdupractice for the build up of improper amouotsthe balance sheet. S
Accounting Bulletin No. 108 is effective for fiscgéars ending after November 15, 2006, and we d@xwpect the adoption of t
new standard to have any material impact on o@anfifal position or results of operations.

In June 2006, the Financial Accounting Standardsar@oreleased FASB Interpretation No. 48 (FIN

“Accounting for Uncertainty in Income TaxesThis Interpretation clarifies the accounting foicartainty in income taxes recogni:
in a company’s financial statements in accordanite FASB Statement No. 108ccounting for Income Taxes . FIN 48 prescribes
recognition threshold and measurement attributefferfinancial statement recognition and measurémEn tax position taken
expected to be taken in a tax return when it isentikely than not that the position would be sustdi upon examination by the
authorities. This Interpretation is effective fascal years beginning after December 15, 2006. \&e mot yet completed ¢
evaluation of the impact of the recognition and sueament requirements of FIN 48 on oexisting tax positions, but presently
anticipate that its adoption will not have a matkeimpact on our financial statements. FIN 48 alksguires expanded disclosL
including identification of tax positions for whicih is reasonably possible that total amounts afecognized tax benefits w
significantly change in the next twelve monthsgeadiption of tax years that remain subject to ération by major tax jurisdictio
a tabular reconciliation of the total amount ofestgnized tax benefits at the beginning and erehoh annual reporting period,
total amount of unrecognized tax benefits thatedognized, would affect the effective tax rate #reltotal amounts of interest ¢
penalties recognized in the statements of operatonl financial position.






2. Stock-Based Compensation

At October 1, 2006, the Company had several edquaged compensation plans from which stbaked compensati
awards can be granted to eligible employees, offioe directors. The current plans are the 2005gLberm Incentive Plan, the 1€
Long Term Incentive Plan, the Stock Option Plan Nam-Employee Directors and the 1996 Manag&tock Option Plan. The
plans are described in more detail in Note 5 of @ansolidated financial statements in our Annugbd&eon Form 1< and Forn
10-K/A for the fiscal year ended January 1, 2006.

Effective January 2, 2006, the Company adopted SR&S 123 (Revisedfhare-Based Payments (SFAS No.123(R
utilizing the modified prospective approach. Ptioithe adoption of SFAS No. 123(R), the Companyanted for the equitpase:
compensation plans under the recognition and meamsnt provisions of Accounting Principles Board iigh No. 25,Accounting
for Stock Issued to Employees, and related interpretations (the intrinsic valuethnod), and accordingly, did not recognize
compensation expense for stock option grants.

Under the modified prospective approach, SFAS Nt8(R) applies to new awards and to unvested awdnaswer:
outstanding on January 2, 2006, and those thagudrsequently modified, repurchased or cancellediedthe modified prospecti
approach, compensation cost recognized in the Ekwad 39wveek periods ended October 1, 2006 includes conagienscost fa
all stock-based payments granted to, but not ystedeas of January 1, 2006, based on the giaet-fair value estimated
accordance with the original provisions of SFAS NB3 and compensation cost for all shbased payments granted subseque
adoption, based on the gratdte fair value estimated in accordance with tlevipions of SFAS No. 123(R). The Company has
granted any stock-based compensation awards dthnrst three quarters of fiscal year 2006. Orny\2&8, 2006, the Comparg/’
Board of Directors approved a restricted stock godr3,000 shares to each of the outside directails ten years of service, w
such grants vesting over a four year period. Twihefdirectors qualify for this restricted stoclagt.

The fair value of each option award is estimatedhendate of grant using the Black-Scholes-Mertption-pricing model
which uses the assumptions noted in the followaltlet. Expected volatility is based on historicalatitities from stock traded. Tl
Company uses historical data to estimate optiomceses and employee terminations used in the mdelddition, separate grot
of employees that have similar historical exertiskavior are considered separately. The expecateddEoptions granted is deriv
using the “simplified” method as allowed under t®visions of the Securities and Exchange Commissi&taff Accountin
Bulletin No. 107 and represents the period of tthmet options granted are expected to be outstantagagement has estimate
forfeiture rate of zero for these calculations. Tis&-free interest rate for periods within the contratiife of the option is based
the U.S. Treasury yield curve in effect at the tiohgrant.

13 Weeks Ended

10/1/06 10/2/05
Risk-free interest rate N/A 4.05%
Expected life, in years N/A 8.1
Expected volatility N/A 28.2%

Dividend yield N/A 0%




39 Weeks Ended

10/1/06 10/2/05
Risk-free interest rate N/A 4.05%
Expected life, in years N/A 8.1
Expected volatility N/A 28.2%
Dividend yield N/A 0%

As a result of adopting SFAS No. 123(R) on Jan2arg006, income before income taxes, net incomedénted earning
per share for the 13 weeks ended October 1, 208& lewer by $18,688, $11,779, and $0.00 per shaspgectively, and for the
weeks ended October 1, 2006 were lower by $44 828,250 and $0.01 per share, respectively, théreilCompany had continu
to account for stock-based compensation under ApPiRi@n No. 25.

The Company receives a tax deduction for certaitksioption exercises during the period the optians exercise
generally for the excess of the price at whichdpgons were sold over the exercise prices of {hgons. There were 44,625 ¢
81,497 stock options exercised in thewi@ek periods ended October 1, 2006 and Octobef@5,2respectively. The Compe
received cash in the amount of $255,203 and $29418Spectively, from the exercise of these options

The following table illustrates the effect on netome and earnings per share if the Company haliedppe fair valu
recognition provisions of SFAS No. 123(R) to opsaranted under the Company’s stock option planghi® 13-week and 3@&eelk
periods ended October 2, 2005. For purposes ofpifuisforma disclosure, the value of the optiongssmated using the Black-
Scholes-Merton option-pricing model and amortizeéxpense over the options’ vesting periods.

13 Weeks Ende 39 Weeks Ende

10/2/2005 10/2/2005

Net income- as reported $ 31,19 $ 1,208,511
Less: Stock based compensation expense, determmited fair value based method for all award

net of taxes 21,367 64,10:
Pro forma net income $ 9,82¢ $ 1,144,41!
Net income per share ba+- as reported $ 0.01 $ 0.3t
Net income per share dilut- as reported $ 0.01 $ 0.32Z
Pro forma net income per share basic $ 0.0C $ 0.3¢
Pro forma net income per share diluted $ 0.0C $ 0.31

In conjunction with the Company’1996 initial public offering, the Company entefatb warrant agreements with Lo
P. Neeb and Tekex Partners, a limited liability company in whiehformer member of the Board of Directors is a gpal. The
warrants to purchase 359,770 shares of common $10¢k885 each to Louis P. Neeb and ™ex Partners), which had a $10
exercise price, were all exchanged on April 24,&200der agreements with the warrant holders thatiged for the delivery «
11,638 shares of the Company’s common stock to eibfr. Neeb and TeMex Partners. The exchange rate was determinelle
difference between a fifteen day simple tradingrage for the Common Stock from March 27, 2006 tgroApril 15, 2006 (whic
average the parties agreed was $12.52) and theisx@rice, resulting in a spread of $1.62, thewdéd by two.

3. Net Income per Common Share

Basic income per share is based on the weighteg&ehares outstanding without any dilutive efecnsidered. Dilute
income per share reflects dilution from all conéngy issuable shares, including options and wastahs of October 1, 2006 a
October 2, 2005, the Company had 643,916 and 88&pdons and warrants outstanding, respective/ofAOctober 1, 2006 a
October 2, 2005, such stock options and warrante ttee effect of increasing basic weighted avesgaes outstanding by 232,¢
and 273,604 for such 13-week periods and 260,28486,410 for such 39-week period ending on thesesg respectively.




4, Hurricane Rita Update

During the second quarter of 2006, the Companylified negotiations with its insurance carrier fbe tHurricane Rit
insurance claim. For the 38eek period ended October 1, 2006 the Companyatigeitl $71,194 in asset cost expenditures rel@
damaged property in the consolidated balance sheetshe 39week period ended October 1, 2006, the Companygrézed in th:
consolidated statement of income $366,808 as a @&in$59,621 as business interruption revenue fr@rinsurance claim, a
recognized $511,236 in asset cost expendituretedeta damaged property in the consolidated balaheets. As of October 1, 20
the Company has a receivable due from its insuranager for $426,822 and anticipates that it wallect this amount during t
fourth quarter 2006.

5. Long-term Debt

On March 31, 2006, the Company prepaid $2.5 milbbthe Beaumonbased franchise restaurant seller notes by dr:
$2.0 million on its Bank of America revolving liref credit, with the balance paid from cash resert/es the third quarter of fisc
year 2006, the Company paid down $550,000 onnsdif credit with Bank of America. For the 8&eks ended October 1, 2006
Company borrowed $2.0 million on its revolving liokcredit, as stated above, and subsequently &diddown $1,550,000 on its li
of credit resulting in a net increase of $450,00(ank indebtedness, and an aggregate total debctien of $2,050,000. TI
Company is in full compliance with all debt covetsras amended as of October 1, 2006.

6. Property Held for Sale

On August 11, 2006, the Company sold a buildingChubbock, ID to its tenants for a total consideratol
$550,000. The sale resulted in a gain of $13,773.

7. Acquisition

On August 17, 2086 Company completed its purchase of two Houstea Mission Burritos restaurants and rel
assets for a total consideration of approximat&®35000, excluding acquisition costs.

The acquisition was accounted for under StatemeRtnancial Accounting Standard No. 141 and resofteperations a
included in the accompanying financial statemerasnfthe date of acquisition. The assets acquiretliabilities assumed of tl
acquisition were recorded at estimated fair valusiag comparables, appraisals, and other suppadticgmentation. Some of 1
acquisition amounts recorded are estimates ansudiject to change.

A summary of the assets acquired and liabilitiessiaged in the acquisition follow:

Estimated fair value of assets acquired:

Current assets $ 19,35¢
Property and equipment 233,50(
Goodwill 501,14:
Total assets $ 753,99t
Less: Liabilities assumed (90€)
Cash acquired (10,600

Net assets acquire $ 742,49(

Gooduwill represents the excess of costs over tievédue of the assets acquired. The goodwill reied in the financii
statements will be included in the annual impairtrtesting in accordance with the provisions of &tagnt of Financial Accountil
Standard No. 142.




8.

Item 2.

State Sales Tax Examination

The Company is currently undergoing an audit byStete of Texas for state sales and use taxehdqudriod from Janua
1, 2003 through April 30, 2006. Based on a prelanynreport from the State, management anticipatésbdity of approximatel
$63,000 (including interest and penalties) willulesThe financial statements for the quarter en@etbber 1, 2006 and year-tiadte
through October 1, 2006 include an accrual of axprately $63,000. The effect of this adjustmentddoted earnings per share
the 13-week and 3@eek periods ended October 1, 2006 is $0.02 peeshi@e audit is expected to be completed by the o
November 2006.

Management’s Discussion and Analysis of Financial@dition and Results of Operations
Special Note Regarding Forward-Looking Statements

This Form 10-Q contains forwatdeking statements within the meaning of the Pev@ecurities Litigation Reform Act
1995. Such forwardboking statements involve known and unknown risks;ertainties and other factors which may causeattue
results, performance or achievements of the Compabg materially different from any future resuferformance or achieveme
expressed or implied by such forwdabking statements. Such factors include, amongrsththe following: growth strateg
dependence on executive officers; geographic cdredén; increasing susceptibility to adverse ctinds in the region; changes
consumer tastes and eating and discretionary spgtdibits; the risk of foolderne illness; national, regional or local econoaric
real estate conditions; demographic trends; inclémeeather; traffic patterns; the type, number doadhtion of competin
restaurants; inflation; increased food, labor aeddiit costs; the availability of experienced mamagnt and hourly employe
seasonality and the timing of new restaurant oggmichanges in governmental regulations; dram €xppsure; and other fact:
not yet experienced by the Company. The use of svsudh as “believes”, “anticipates”, “expects”,ténds”and similar expressio
are intended to identify forwardoking statements, but are not the exclusive meéidentifying such statements. Readers are
to carefully review and consider the various disales made by the Company in this report and irfCthrapanys most recently file
Annual Report and Form 10-K and Form KA that attempt to advise interested parties ef isks and factors that may affect
Companys business. The Company undertakes no obligatianpttate any such statements or publicly announgeupdates ¢
revisions to any of the forwarndoking statements contained herein, to reflect eilmnge in its expectations with regard there
any change in events, conditions, circumstancessumptions underlying such statements.

General

The Company operates and franchises Mextbame restaurants featuring various elements agsdcivith the casu
dining experience under the names Casa Olé, MorseTex-Mex Café, Monterey’ Little Mexico, Tortuga Coastal Cantina, Cr
Jose’s, La Sadiita and Mission Burritos. At October 1, 2006 fBempany operated 63 restaurants, franchised 18urasits an
licensed one restaurant in various communitieseixa§, Louisiana, Oklahoma and Michigan.

The Company’s primary source of revenues is the ghfood and beverages at Companyned restaurants. The Comp
also derives revenues from franchise fees, rogalied other franchiselated activities with respect to its franchisedtaurant:
Franchise fee revenue from an individual franck@ke is recognized when all services relating eoshle have been performed
the restaurant has commenced operation. Initiakcfrese fees relating to area franchise sales amgnized ratably in proportion
the services that are required to be performeduantsto the area franchise or development agreenatt proportionately as |
restaurants within the area are opened.

The consolidated statements of income and castsffowthe 13-week and 3®eek periods ended October 2, 2005 |
been adjusted to remove the operations of restmucdmsed prior to January 1, 2006, which have breetassified as discontinu
operations. There were no discontinued operationsugh the 39 weeks ended October 1, 2006. Constiguthe consolidate
statements of income and cash flows for the 13-wasek 39week periods ended October 2, 2005 shown in thenaganying
consolidated financial statements have been refitas$o conform to the October 1, 2006 presentatibhese reclassifications hi
no effect on total assets, total liabilities, stocklers’ equity or net income.




Since its inception as a public company in 199@, @ompany has primarily grown through the acquisitof othe
Mexican food restaurant companies. In 1997, the @2 purchased all of the outstanding stock of Mmws Acquisition Cory
(“MAC"). At the time of the acquisition, MAC owned and opeda26 restaurants in Texas and Oklahoma undemanee
“Monterey’s Tex-Mex Café,” “Monterey’s Little Mex&' and “Tortuga Coastal Cantina.”

In 1999, the Company purchased 100% of the outsigretock of La Sedrita Restaurants, a Mexican restaurant ¢
operated in the State of Michigan. At the time lod tacquisition, La Sefiorita operated five compawped restaurants, and th
franchise restaurants.

On January 7, 2004, the Company compliésedurchase of 13 restaurants and related assetsifs Beaumont-
based franchisee and affiliates for a total comsiiten of approximately $13.75 million. The finangi for the acquisition wi
provided by Fleet National Bank, CNL and the sselleéfhe restaurants acquired include eight Casar@itaurants located
Southeast Texas, two Casa Olé restaurants locat8duthwest Louisiana, and three Crazy Josestaurants located in South
Texas.

On October 14, 2004, the Company completedpitschase of one franchise restaurant in Brenhaexa§ fo
approximately $215,000. The restaurant was clasgdodeled and re-opened on November 22, 2004.

On August 17, 2006, the Company completed its msetof two Mission Burritos restaurants and relateskts located
Houston, Texas for approximately $725,000.

Results of Operations

Revenues . The Companyg revenues for the third quarter of fiscal year@@tcreased $1.3 million or 6.3%
$21.0 million compared with $19.8 million for tharse quarter in fiscal year 2005. Restaurant salethird quarter 2006 increas
$1.2 million or 6.3% to $20.8 million compared witi9.6 million for the third quarter of fiscal ye2005. The third quarter of fisc
year 2005 was impacted by Hurricane Rita. The Caowppsstimates that it lost $1.0 million in revenugedto the hurrican
Therefore, quarterly comparisons of sash@re sales in Texas and Louisiana for the thirartgu of fiscal year 2006 required the
of actual 2005 sales up to September 22 and estinat the final two weeks based on fiscal year420he increase in rever
reflects net new restaurant additions less a dedlirsameestaurant sales. For the third quarter ended @ctbp2006, total syste
same-restaurant sales decreased approximately @8%hpany-owned sanrestaurant sales decreased approximately 0.99
franchised-owned same restaurant sales decreagamkapately 0.4%.

On a year-to-date basis, the Compamgvenue was up $4.1 million or 6.8% to $64.4iarillcompared with $60
million for the same 39-week period in fiscal y@@05. Restaurant sales for the\88ek period ended October 1, 2006 increasec
million or 6.6% to $63.7 million compared with $B9million for the same 3%eek period of fiscal year 2005. Approximately ¢
million of the increase in restaurant sales reflemw restaurant additions, with the remaindehefincrease reflecting positive same-
restaurant sales growth. For the 39-week periocer@ctober 1, 2006, total system samstaurant sales increased approxim
0.9%, Company-owned same-restaurant sales increggedximately 1.7% and franchised-owned saestaurant sales decrea
approximately 1.9%.

For the quarter ended October 1, 2006, franchiss, f@yalties and other increased $16,121 or 90%i1 85,50
compared with $179,382 for the same quarter aggar On a year-tdate basis, franchise fees, royalties and otheeased $96,6¢
or 18.2% to $629,116 compared with $532,456 for shme 39week period of fiscal year 2005. The increase was w th
recognition of $80,000 in royalties due to a caitet of understated royalty income over the 16 fmes quarters. Also, during t
third quarter of fiscal year 2006, the Company rded $59,621 of business interruption proceedgewl#o its Hurricane Ri
insurance claim.
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Costs and Expenses . Costs of sales, consisting of food, beverageoligsupplies and paper costs, increasec
percent of restaurant sales 10 basis points to%2 €@mpared with 27.6% in the third quarter of flsgaar 2005. The increa
primarily reflects slightly higher produce, meatlgmoultry costs partially offset by lower tortiktasts. On a year-tdate basis, cos
of sales held constant as a percent of restauades at 27.6% compared with the same 39-week parjeghr ago.

Labor and other related expenses decreased asentage of restaurant sales 30 basis points t@B882compare
with 33.5% in the third quarter of fiscal year 200%e improvement primarily reflects adjustmentdatoor related expenses. O
year-todate basis, labor and other related expenses decrea a percentage of restaurant sales 50 basis {w032.6% as compai
with 33.1% for the same 39-week period a year ddg@se decreases primarily reflect labor efficiemnciglative to positive same-
restaurant sales.

Restaurant operating expenses, which primarilyuthelrent, property taxes, utilities, repair andnteiance, liquc
taxes, property insurance, general liability inseeand advertising, increased as a percentagestafurant sales 40 basis point
24.8% as compared with 24.4% in the third quartefiszal year 2005. On a year-ttate basis, restaurant operating expe
increased as a percentage of restaurant salessB)dmints to 23.6% as compared with 23.3% forsdtume 39week period a ye
ago. These increases reflect higher electricitiynahgas costs and property insurance premiumthése periods.

General and administrative expenses consist ofresqeeassociated with corporate and administratinetions the
support restaurant operations. As a percentagaafrevenue, general and administrative expensedsed 40 basis points to 8
for the third quarter of fiscal year 2006 as comeplawith 8.5% for the third quarter of fiscal ye&08. In absolute dollars, gene
and administrative costs were $32,573 higher intliirel quarter of fiscal year 2006 compared witk third quarter of fiscal ye
2005. On a year-tdate basis, general and administrative expensesatet as a percentage of total revenues 20 lmstis [ 8.49
as compared with 8.6% in the samev@®ek period one year ago. In absolute dollars, géa@d administrative costs were $226,
higher in the 39-week period of fiscal year 2006npared with the same 38eek period in fiscal year 2005. These incre
primarily reflect planned compensation increasemmared with comparable periods in 2005, as welsBAS No. 123 (Revise
Share-Based Payments expensing of options.

Depreciation and amortization expenses includedépeciation of fixed assets and the amortizatioimtangible
assets. Depreciation and amortization expenseasettas a percentage of total sales 30 basis poiBt8% as compared with 3.i
the same quarter in fiscal year 2005. Such expforsthe third quarter of fiscal year 2006 was $825, higher than for the thi
quarter in fiscal year 2005. On a yeardite basis, depreciation and amortization expengeased 30 basis points to 3.7% of
sales as compared with 3.4% for the same 39-weeddpa year ago. The 3®eek period of fiscal year 2006 was $324,273 hi
than the 39-week period in fiscal year 2005. Thieeeeases for the 2006 third quarter andwa®k periods reflect additior
depreciation expense for remodeled restaurants,rastaurants, and the replacement of equipmentessthold improvements
various existing restaurants.

The Company opened one new restaurant at the ehe difst quarter of 2006 and incurred $49,73pneropening
costs in the first quarter of 2006, $14,510 in skeond quarter of 2006 and no further costs irththid quarter of 2006. There w
one restaurant opened during the second quart20@5 incurring $38,836 in pre-opening costs duthmg quarter, and for the 39-
week period of fiscal year 2005 incurring $55,82%ie-opening costs.
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Restaurant Closure Costs. During the third quarter of 2006, the Company rdedr restaurant closure costs
$17,458 primarily related to a sublease extensfatsgreviously closed restaurant in Idaho. Durthg 39weeks ended October
2006, the Company recorded restaurant closure 06$35,589 primarily related to the real estategossion paid on the sale of
closed restaurant in Idaho. There were no restaatasure costs for the 13-week and 39-week perddiscal year 2005.

Hurricane Rita . During the second quarter of 2006, the Compamglided negotiations with its insurance cal
for the Hurricane Rita insurance claim. During thied quarter of 2006, the Company capitalized $94,in asset cost expenditL
related to damaged property in the consolidatedra sheets. For the 88ek period of fiscal year 2006, the Company retzsg
in the consolidated statement of income $366,808 gain and $59,621 as business interruption revémmm the insurance clai
and capitalized $511,236 in asset cost expenditelated to damaged property in the consolidatéanica sheets. As of Octobel
2006, the Company has a receivable due from itsramee carrier for $426,822 related to its Hurredita insurance claim a
anticipates that it will collect this amount duritige fourth quarter of 2006.

Gain/Loss on Sale of Assets . During the third quarter of fiscal year 2006, iempany recorded a net gair
$13,773 on the sale of a restaurant property ldcateChubbuck, Idaho. Also during the third quartdrfiscal year 2006, tt
Company recorded net losses of $21,502 on the sitépo of miscellaneous restaurant assets. Dutiegthird quarter of 2005, t
Company recorded losses of $138,429 from the miajoodels of two Casa Ole restaurants and loss$20#39 on the dispositi
of miscellaneous restaurant assets.

On a year-tadate basis, the Company recorded a gain of $4&&ilenof assets as compared with a loss of $29
on the disposition of assets for the same 39-weslog a year ago. In the 38eek period ended October 2, 2005, the Com
recorded losses of $105,972 from the sale of iguB®nt office building, $25,322 from the sale ofiaterest in a restaurant, -
losses from two remodels described above and $22;661 the disposition of miscellaneous restauessets.

Other Income (Expense). Net expense decreased $19,923 to $83,637 in the dpiarter of fiscal year 20
compared with a net expense of $103,560 in the durarter of fiscal year 2005. Interest expenseedsed $27,207 to $109,23(
the third quarter of fiscal year 2006 compared witkrest expense of $136,437 in the third quartdiscal year 2005. The Compe
paid down $550,000 in debt during the third quadkfiscal year 2006. The decrease in interest espaeflects declining de
balances that have been partially offset by inéngaimterest rates.

On a year-tadate basis, net expense decreased $95,975 to 823%3ompared with a net expense of $329,¢
the 39-week period of fiscal year 2005. For then&®k period of fiscal year 2006, interest experesmahsed $114,930 to $308,
compared with interest expense of $423,152 fostrae 39week period in fiscal year 2005. The decreaseterést expense refle
declining debt balances that have been partiafgebby increasing interest rates.

Income Tax Expense. The Companys effective tax rate from continuing operations thoe third quarter of fisc
year 2006 was 29.0% as compared to 26.8% for ting tfuarter of fiscal year 2005. The 2.2% increms¢he effective tax ra
between the comparable quarters resulted from mardifferences in the permanent tax differences.

On a year-to-date basis, the Company’s effectixeréde from continuing operations for the @®ek period ¢
fiscal year 2006 was 33.0% as compared to 32.1%h#8B9week period of fiscal year 2005. The 0.9% incraasthe effective ta
rate between the comparable 39-week periods resiutimn marginal differences in the permanent tdfedénces.

Restaurant Closure Costs and Discontinued Operations . No losses from discontinued operations were recbi
the third quarter of fiscal year 2006 or in thev@®ek period of fiscal year 2006. In the correspngdjuarter and 38eek period ¢
fiscal year 2005, the Company recorded losses h&ixofrom discontinued operations related to poasly closed restaurants
$37,102 and $92,009, respectively.
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Liquidity and Capital Resources

The Company met capital requirements for thev@@k period of fiscal year 2006 with cash generatedperation
and its cash reserves. In this®8ek period, the Company's operations generatédrdlion in cash, as compared with $4.0 mill
in the 39week period of fiscal year 2005. The change redléiloe increase in operating income less the tirdiffgrence of prepa
sales taxes. As of October 1, 2006, the Companyahaorking capital deficit of $2.4 million, comparaiith a working capital defic
of approximately $1.6 million at January 1, 2006 wArking capital deficit is common in the restauramustry, since restaur:
companies do not typically require a significantdstment in either accounts receivable or inventory

The Company's principal capital requirements ageftimding of routine capital expenditures, newaesint development
acquisitions and remodeling of older units. Durihg 39week period ended October 1, 2006, total cash imathpital requiremen
and acquisitions was approximately $4.5 million,vdfich $511,236 was spent to replace assets damagetlurricane Rita. |
addition, the Company spent an additional $742ja9fbnnection with the acquisition of two Missionfitos fasteasual restaurar
and related assets. During the 2006/&%k period ended October 1, 2006, the Companyvext&765,000 from the sale of a pad
in Port Arthur, Texas, the sale of furniture, fisda and equipment from a previously closed restdunaBoise, Idaho and the sale
another previously closed restaurant in Chubbud&hd. The Company opened one new restaurant in @w&klahoma near t
end of the first quarter of fiscal year 2006. Thar®any is building a new restaurant in Georgetoligxas which it plans to op
during the fourth quarter of fiscal year 2006, asdurrently negotiating for two more restauranesiit plans to open someti
during the first half of fiscal year 2007. The Cang’s management anticipates that it will spend apprately $1 million for capiti
expenditures during the remainder of fiscal yed620

During second quarter 2006, the Company finalizegotiations with its insurance carrier for the Heane Rita insuran
claim. For the 13week period ended October 1, 2006 the Companyadeeitl $71,194 in asset cost expenditures relatehmage
property in the consolidated balance sheets. Fer3®week period ended October 1, 2006, the Companygrézed in th
consolidated statement of income $366,808 as a @&in$59,621 as business interruption revenue framnsurance claim, a
recognized $511,236 in asset cost expendituretedela damaged property in the consolidated balaheets. As of October 1, 20
the Company has a receivable due from its insuraaaéer related to its Hurricane Rita insuran@eralfor $426,822.

Prior to fiscal year 2006, the Company incurreditimithl debt to carry out acquisitions, to develogwv restaurants and
remodel existing restaurants, as well as to accattateoother working capital needs. During the fipsarter of fiscal year 2006, 1
Company prepaid $2.5 million of the Beaumbased franchise restaurant seller notes by dra$th@ million on its Bank ¢
America revolving line of credit, with the balanpaid from cash reserves. During the \88ek period of fiscal year 2006,
Company paid down $1,550,000 on its line of crediulting in a net increase of $450,000 of barlebtedness. The combined ¢
reduction year to date is $2,050,000. During timeaiaing portion of fiscal year 2006, the Companticipates that it will use exce
cash flow to pay down $250,000 of additional ineéeloiess.

In January 2004, the Company amended its $10.0omiltredit facility with Bank of America to accomuhate th
acquisition of the Beaumotiased franchise restaurants. The amended creflityfaonsists of a $5.0 million term note that uégs
quarterly principal payments of $250,000 and matuwsa December 31, 2008. The credit facility alscludes a $5.0 millio
revolving line of credit that matures on January2@07. The interest rate is either the prime rate lBOR plus a stipulate
percentage. Accordingly, the Company is impactedhanges in the prime rate and LIBOR. The Comparsybject to a nouase fe
of 0.75% on the unused portion of the revolver fritva date of the credit agreement. As of Octobe20D6, the Company h
$2,950,000 of debt outstanding with Bank of Ameri$&.75 million on its term note and $1.2 million s revolving line of credi
and $500,000 outstanding under its franchise salée for its 2004 acquisition of the Beaumbased franchise restaurants fi
total indebtedness of $3,450,000.
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On April 1, 2005, the Company and Bank of Americaeaded the $10.0 million credit facility to acconuate th
Companys growth plans. The amendment allows for additiarsgdital expenditures, revised certain covenamgatncreased tt
amount of allowable stock repurchases, and extetfuednaturity date of the revolving line of crettitJanuary 7, 2009. Also, 1
Company and Bank of America further amended theGdfllion credit facility to revise certain rati@gfected by Hurricane Rita a
the Companys stock repurchase program, and to lower the egiglécinterest rate margins. This additional amemimeas agreed
November 15, 2005 and was made effective June@I5.2Irhe Company is in full compliance with all debvenants as amend
The Company expects to be in compliance with ait @devenants throughout fiscal year 2006.

On May 9, 2005, the Company announced its plamfiiément a limited stock repurchase program in ameapermitte
under its bank financing agreement. The Companyehtered into a repurchase plan designed to cowiglyRules 10b5-1 and 10b-
18 under the Securities and Exchange Act of 193euwhich an agent appointed by the Company detesithe time, amount, &
price at which purchases of common stock are msdwgect to certain parameters established in adgvapthe Company. During t
third quarter of fiscal year 2006, the Company repased 11,290 shares of its common stock forad poice of $116,970 and t
Company’s employees exercised 44,625 options amdCtimpany received $255,203 in net proceeds. Duhiag39week perior
ended October 1, 2006, the Company repurchase@@5}fares of its common stock for a total pric&261,730 and the Company’
employees exercised 80,362 options and the Compangyved $502,425 in net proceeds. Under this pragthe Company has
further authority to repurchase outstanding sharfe#ts common stock. Shares previously acquired tmimg held for gener
corporate purposes, including the offset of thattlié effect on shareholders from the exerciseaflsoptions.

The Company’s management believes that with itsadjmgy cash flow and the Compasyevolving line of credit with Bar
of America, funds will be sufficient to meet opéngt requirements and to finance routine capitaleexditures and new restaur
growth through the next 12 months. Unless the Campaolates an important debt covenant, the Comizanyedit facility witt
Bank of America is not subject to triggering evetfitst would cause the credit facility to become daener than the maturity da
described in the previous paragraphs.

ltem 3. Quantitative and Qualitative Disclosures about Marlet Risk

The Company does not have or participate in traiwse involving derivative, financial and commoditystruments. ,
portion of the Company’s lontgrm debt bears interest at floating market rddased on the amount outstanding at October 1, 2
1% change in interest rates would change intergmirese by $7,375 per quarter.

Item 4. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and phoes that are designed to ensure that informatoguired to b
disclosed in the Company's reports under the SeifExchange Act of 1934, as amended (the "Exahakg"), is recordes
processed, summarized and reported within the pien®ds specified in the Commission's rules anth§rand that such informati
is accumulated and communicated to managementiding the Company's Chief Executive Officer andeElkinancial Officer, &
appropriate, to allow timely decisions regardinguieed disclosure. The Company periodically revighes design and effectiven:
of its disclosure controls and internal control ofieancial reporting. The Company makes modificasi to improve the design ¢
effectiveness of its disclosure controls and iraeaontrol over financial reporting, and may taklew corrective action, if its revie!
identify a need for such modifications or actions.

There are inherent limitations to the effectivenesany system of disclosure controls and intewwltrol over financit
reporting, including the possibility of human eramd the circumvention or overriding of the cordrahd procedures. According
even effective disclosure controls and internalticdrover financial reporting can only provide reaable assurance of achiev
their control objectives.
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As of the end of the period covered by this repbet, Company carried out an evaluation, under tiperwvision and with tt
participation of the Company’s management, inclgdihe Company President and Chief Executive Officer togethethwhe
Company’s Chief Financial Officer, of the effectiass of the design and operation of the Companysclosure controls a
procedures, as such term is defined under Rulel%8&) under the Exchange Act. Based upon the evahjahe Company
President and Chief Executive Officer and the CamfsaChief Financial Officer concluded that the Gmany’s disclosure contrc
and procedures are effective in timely alertingnth® material information relating to the Compaiyciuding its subsidiarie
required to be included in the Compasperiodic filings with the Securities and Exchar@emmission. There have been
significant changes in the Compasynternal controls or in other factors that casilghificantly affect internal controls subseque
the date of the evaluation.

(b) Change in Internal Control over Financial Reipor
No change in the Comparsyinternal control over financial reporting or ither factors that could significantly affect 1

control occurred during the Compasymost recent fiscal quarter that has materiallgcaéd, or is reasonably likely to materi
affect, the Company’s internal control over finaiceporting.
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PART Il - OTHER INFORMATION
Item 1A. Risk Factors

There have been no material changes in the Comgpais¥ factors from the disclosure included in A&reual Report on Form 10-
K for the fiscal year ended January 1, 2006.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Items 2(a) and (b) are not applicable.

(c) The following table provides information abdié Company’s purchases of shares of its CommarkSto

Maximum
Number of
Shares (or
Total Number o Approximate
Shares Dollar Value)

Purchased as  That May Yet
Part of Publicly Be Purchased

Total Number o Announced Under the Plans
Shares Average Price Plans or or Programs
Period Purchased Paid Per Share Programs (Note 1)
1/2/2006--4/2/2006 0 % 0.0C 0 3 261,73:
4/3/2006--7/2/2006 14,000 $ 10.3¢ 14,000 ¢ 116,97:
7/3/2006--10/1/2006 11,29C $ 10.3¢ 11,29C ¢ 0

(1) Under a share repurchase program approved by thelRBd Directors of the Company on May 2, 2005, anténded September 7, 2(
the Company is authorized to repurchase up to $2000 in maximum aggregate amount of the Comma@dmmon Stock (not
exceed repurchases up to $500,000 in any one gudre repurchase program is designed to comply Rules 10b-18 and Rule 1085-
under the Securities Exchange Act of 1934 undechvhin agent appointed by the Company will deterrtiiegime, amount, and price
which purchases of common stock will be made, sulife certain parameters established in advandfid¥ompany. As of October
2006, the Company has no remaining repurchase fitythemaining under this program.

Iltem 6. Exhibits

Exhibit

Number Document Description

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

31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarban@siey Act of 200:

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

32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarban@siey Act of 200:.

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

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

Mexican Restaurants, Inc.

Dated: November 13, 2006 By: /s/ Curt Glowacki
Curt Glowacki

Chief Executive Officer

(Principal Executive Officer)

Dated: November 13, 2006 By: /s/ Andrew J. Dennard
Andrew J. Dennard

Executive Vice President, Chief Financial OfficefT€easurer

(Principal Financial Officer and Principal AccoumdiOfficer)




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 Form 1@fQ/exican Restaurants, Inc.;

2. Based on my knowledge, this report does not corsajnuntrue statement of a material fact or omattde a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisieiding with respect to t
period covered by this report;

3. Based on my knowledge, the financial statements$,adiner financial information included in the repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, angtfie periods presented in the rep

4. The registrans other certifying officer(s) and | are responsifoieestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresaused such disclosure controls and procedures tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by other within those entities, particularlyidgrthe period in which the report is being prepare

b) evaluated the effectiveness of the registsanlisclosure controls and procedures and presentéds report our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period covgyetis report based on st
evaluation; and

c¢) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter that has materiallyciéfe, or is reasonable likely to materially affeébe registrans internal contre
over financial reporting; and
5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant's auditors and theitaudmmittee of the registrast’board of directors (or persons performing

equivalent functions):

a) all significant deficiencies and material weaknsesigethe design or operation of internal controéiofinancial reporting whic
are reasonable likely to adversely affect the teayig's ability to record, process, summarize and refjmahcial information; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significdatin the registrant’
internal control over financial reporting.

November 13, 200

/sl Curt Glowacki

By: Curt Glowacki,
Chief Executive Officer







Exhibit 31.2

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

I, Andrew J. Dennard, certify that:

1.

| have reviewed this quarterly report on FAorQ of Mexican Restaurants, Inc.;

Based on my knowledge, this report does not coragajnuntrue statement of a material fact or omitade a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisietding with respect to t
period covered by this report;

Based on my knowledge, the financial statemenid,adiner financial information included in the repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, angtfie periods presented in the rep

The registrans other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresused such disclosure controls and procedurbe ttesigned und
our supervision, to ensure that material informatielating to the registrant, including its condated subsidiaries, is me
known to us by other within those entities, patacly during the period in which the report is bgiprepared;

b) evaluated the effectiveness of the registsadisclosure controls and procedures and presdntdtiis report oL
conclusions about the effectiveness of the discosoantrols and procedures, as of the end of thegdeovered by this repc
based on such evaluation; and

C) disclosed in this report any change in thasteant’s internal control over financial reporting thatcored during th
registrant’s most recent fiscal quarter that haserelly affected, or is reasonable likely to mahy affect, the registrant
internal control over financial reporting; and

The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant's auditors and theitaadmmittee of the registrast’board of directors (or persons performing
equivalent functions):

a) all significant deficiencies and material weaknssisethe design or operation of internal controtéiofinancial reportin
which are reasonable likely to adversely affect thgistrants ability to record, process, summarize and refioencia
information; and

b) any fraud, whether or not material, that involveanagement or other employees who have a significaatin the
registrant’s internal control over financial repogt

November 13, 2006

/s/ Andrew J. Dennard

By:

Andrew J. Dennard,
Chief Financial Officer







Exhibit 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 FormQ@er the period ending October
2006 as filed with the Securities and Exchange Cwsion on the date hereof (the “Report;)Curt Glowacki, Chief Executive Offic
of the Company, certify, pursuant to 18 U.S.C. §0,3s adopted pursuant to § 906 of the Sarbanksr@kt of 2002, that:

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

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operatic
of the Company.

/sl Curt Glowacki

Curt Glowacki
Chief Executive Officer
November 13, 2006






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 FormQ@er the period ending October
2006 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report;) Andrew J. Dennard, Chief Financ
Officer of the Company, certify, pursuant to 18 ICS8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operatic
of the Company.

/s/ Andrew J. Dennard

Andrew J. Dennard
Chief Financial Officer
November 13, 2006



