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PART 1 - FINANCIAL INFORMATION
ltem 1. Financial Statements

Mexican Restaurants, Inc. and Subsidiaries
Consolidated Balance Sheet

(Unaudited)
ASSETS 7/1/2007 12/31/200¢€
Current asset:
Cash $ 1,780,551 $ 653,31(
Royalties receivabl 50,80( 90,62"
Other receivable 901,85¢ 856,70:
Inventory 698,09° 710,63:
Income taxes receivahb 490,02( 408,78
Prepaid expenses and other current assets 1,006,06: 851,58(
Total current assets 4,927,39. 3,571,64.
Property, plant and equipme 35,977,51 34,682,61
Less accumulated depreciation (17,836,58)  (17,171,17)
Net property, plant and equipme 18,140,92. 17,511,44
Goodwill 11,403,80 11,403,80
Deferred tax asse 322,29 318,51¢
Other assets 561,53 470,28
Total Assets $ 35,355,95 $ 33,275,69
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 1553,04 $ 2,087,50
Accounts payabl- affiliate 1,628,001 -
Accrued sales and liquor tax 132,80! 142,78
Accrued payroll and taxe 1,151,32 1,440,04
Accrued expenses and other 1,476,66! 1,828,911
Total current liabilities 5,941,84! 5,499,24!
Long-term debt, net of current portic 6,828,00!I 3,800,001
Other liabilities 2,485,34. 2,050,27.
Deferred gain 1,248,85! 1,352,92
Total liabilities 16,504,04 12,702,44
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 47,321 47,327
Additional paic-in capital 19,247,54 19,041,86
Retained earning 12,819,46 12,759,12
Treasury stock of 1,496,689 and 1,272,383 common
shares, at 7/1/07 and 12/31/06, respectively (13,262,42)  (11,275,07)
Total stockholders' equity 18,851,91 20,573,24
Total Liabilities and Stockholders' Equity $ 35,355,95 $ 33,275,69

See accompanying notes to consolidated financgdsients.






Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Income

(Unaudited)
13-Week 13-Week 26-Week 26-Week
Period Endec Period Endec Period Endec Period Endec
7/01/2007 7/02/2006 7/01/2007 7/02/2006
Revenues
Restaurant sale $ 20,700,47 $ 20,525,39 $ 41,028,29 $ 41,142,443
Franchise fees, royalties and ot 169,71t 264,91: 331,96( 433,61:
Business interruption - 59,62 - 59,62
20,870,18 20,849,93 41,360,25 41,635,66
Costs and expense
Cost of sale 5,896,17 5,648,17 11,643,17 11,305,86
Labor 6,631,25. 6,632,93! 13,480,07 13,173,06
Restaurant operating expen 5,080,62! 4,625,35. 10,178,79 9,278,36!
General and administrati 1,926,744 1,837,57 3,835,63 3,699,66!
Depreciation and amortizatic 856,46: 757,56¢ 1,678,23! 1,479,95:
Pre-opening cost 19,99 14,51( 19,99 64,24¢
Impairment cost - 78,13 - 78,13
Hurricane Rita gai - (386,270() - (366,809
(Gain) loss on sale of assets 84,36 (16,917) 91,68: (10,957
20,495,62 19,191,07 40,927,58 38,701,53
Operating income 374,56. 1,658,85! 432,67 2,934,12
Other income (expense
Interest incom: 1,861 63C 3,82 1,26(
Interest expens (123,95) (88,797 (223,58 (198,99)
Other, net 14,30( 23,64 25,501 47,44
(107,79() (64,520 (194,256 (150,29
Income from continuing operations before incomes 266,77 1,594,33 238,41t 2,783,83
Income tax expense 82,49: 547,26¢ 75,39¢ 943,40:
Income from continuing operatiol 184,28 1,047,071 163,02: 1,840,43!
Discontinued Operation
Income (loss) from discontinued operatit 24,54 (62,109) 3,09( (105,89)
Restaurant closure co: (110,529 - (169,549 -
Gain (loss) on sale of assets - (2,737 3,412 (2,737
Loss from discontinued operations before incormeda (85,98¢6) (64,84%) (163,04) (108,637)
Income tax benefit 31,58¢ 24,24 60,36 40,61
Loss from discontinued operations (54,39¢) (40,607) (102,68¢) (68,027)
Net income $ 129,88: $ 1,006,46 $ 60,33¢ $ 1,772,41
Basic income (loss) per shz
Income from continuing operatio $ 0.0¢ $ 031 $ 0.0t $ 0.5¢
Loss from discontinued operations (0.02) (0.07) (0.09) (0.02)
Net income $ 0.0¢ $ 0.3C $ 0.0z $ 0.5:
Diluted income (loss) per she
Income from continuing operatio $ 0.0e $ 0.2t $ 0.0t $ 0.5C
Loss from discontinued operations (0.02) (0.07) (0.09) (0.02)
Net income $ 0.0¢ $ 027 $ 0.02 $ 0.4¢€
Weighted average number of shares (basic) 3,416,48 3,389,521 3,438,40! 3,373,25.
Weighted average number of shares (diluted) 3,427,98: 3,666,71. 3,460,69 3,654,96.




See accompanyintes to consolidated financial statements.




Mexican Restaurants, Inc. and Subsidiarie:
Consolidated Statements of Cash Flow

(Unaudited)
26 Weeks 26 Weeks
Ended Ended
7/1/2007 7/2/2006

Cash flows from operating activities:
Net income $ 60,33¢ $ 1,772,441
Adjustments to reconcile net income to net castviged by
operating activities

Depreciation and amortizatic 1,678,23! 1,479,95:
Deferred gain amortizatic (104,07 (104,07
Loss from discontinued operatio 102,68:« 68,02:
Impairment cost - 78,13:
Hurricane Rita gail - (366,809
Loss (gain) on sale of assi 91,68: (10,959
Stock based compensation expe 48,53t 26,13:
Deferred income taxes (bene (84,76¢) 294,01t
Changes in assets and liabiliti

Royalties receivabl 39,82% 35,20¢
Other receivable (55,477 (106,22)
Inventory (6,049 34,88¢
Income taxes receivable/paya (81,237 286,13.
Prepaid and other current ass (175,16 180,13
Other asset (117,369 17,65(
Accounts payabl (542,159 (190,64
Accrued expenses and other liabilit (649,074 (641,06))
Deferred rent and other long-term liabilities 434,35! 195,25¢
Total adjustments 579,96! 1,275,75!
Net cash provided by continuing operations 640,30: 3,048,17.
Net cash provided by (used in) discontinued openati 13,99¢ (184,591
Net cash provided by operating activit 654,30: 2,863,57

Cash flows from investing activities:
Insurance proceeds received from Hurricane Rita - 785,02
Purchase of property, plant and equiprn (2,580,35) (2,599,70)
Proceeds from sale of property, plant and equipment 5,28( 215,00(
Net cash used in continuing operations (2,575,07) (1,599,67)
Net cash provided by (used in) discontinued openati 4,02( (43,857
Net cash used in investing activiti (2,571,05) (1,643,52)

Cash flows from financing activities:
Net borrowings under line of credit agreem 3,528,001 1,000,001
Purchase of treasury sto - (144,76()
Exercise of stock optior 8,90( 247,22:
Excess tax benet- stocl-based compensation expel 7,10( 26,73(
Payments on long-term debt (500,000 (2,500,000
Net cash provided by (used in) financing activities 3,044,001 (1,370,80)
Net increase (decrease) in ci 1,127,24 (150,759
Cash at beginning of period 653,31( 788,10!
Cash at end of period $ 1,780,551 $ 637,35(

Supplemental disclosure of cash flow information:
Cash paid during the perio
Interest $ 230,797 $ 202,12
Income taxe: $ 93,00 $ 337,63

Non-cash financing activities
Sale of assets for common stock (Nott $ 218,20F $ =
Purchase of treasury stock (Note $ 1,628,000 $ -



See accompanying notes to consolidated finastaééments.




MEXICAN RESTAURANTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Basis of Presentation

In the opinion of Mexican Restaurants, Inbe(tCompany”),the accompanying unaudited consolidated finanta&kment
contain all adjustments (consisting only of normaturring accruals and adjustments) necessary fdairapresentation of t
consolidated financial position as of July 1, 2087d the consolidated statements of income andftagh for the 13-week and 26eel
periods ended July 1, 2007 and July 2, 2006. Dmsalidated statements of income for the 13-week2fweek periods ended July
2007 are not necessarily indicative of the resultbe expected for the full year. During the iimteperiods, the Company follows 1
accounting policies described in the notes to dssolidated financial statements in its Annual Repmd Form 1K filed with the
Securities and Exchange Commission on April 2, 20R&ference should be made to such consolidateghdial statements 1
information on such accounting policies and furttiraincial detail

The consolidated statements of income and ftewls for the 13-week and 26eek periods ended July 2, 2006 have
adjusted to remove the operations of closed remtdsirwhich have been reclassified as discontimpedations. Consequently,
consolidated statements of income and cash flowstHe 13-week and 2éeek periods ended July 2, 2006 shown in
accompanying consolidated financial statements hasen reclassified to conform to the July 1, 20G@sentation. The
reclassifications have no effect on total asseta| tiabilities, stockholde’ equity or net income

Impact of Recently Issued Accounting Standards

In September 2006the FASB issued SFAS No. 157, “Fair Value Measurgsie SFAS 157 defines fair value, furnishe
framework for measuring fair value under generaltgepted accounting principles (GAAP), and expaligslosures about fair val
measurements. This Statement applies under atheuating pronouncements that require or permitfaiue measurements, the FA
having previously concluded in those accountingiptmcements that fair value is the relevant measeme attribute. Accordingly, t
Statement does not require any new fair value nreasents. However, for some entities, the appbcatf this Statement will chan
current practice. The Company has not yet deterththe estimated impact on its financial condittorresults of operations, if any,
adopting SFAS No. 157, which becomes effectivaterfiscal years beginning after November 15, 2

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finalnkiabilities —
including an amendment of FASB Statement No. 1157AS 159 permits entities to choose to measure rfinagcial instrumen
and certain other items at fair value. The obyecis to improve financial reporting by providingtigies with the opportunity -
mitigate volatility in reported earnings causedrhgasuring related assets and liabilities diffegenithout having to apply compl
hedge accounting provisions. This Statement i®etgn to expand the use of fair value measuremdrth is consistent with tl
Board’'s longterm measurement objectives for accounting fornioi@ instruments. The Company has not yet detechith
estimated impact on its financial condition or fesof operations, if any, of adopting SFAS No. 1%ich becomes effective for i
fiscal years beginning after November 15, 2007.

Effective January 1, 2007, the Company adopt#®8B Interpretation Number 48Atcounting for Uncertainty in Incon
Taxes” FIN 48), which is intended to clarify the accougtifor income taxes prescribing a minimum recognitiereshold for a te
position before being recognized in the consolidatimancial statements. FIN 48 also provides guigamn derecognitio
measurement, classification, interest and penaliiesounting in interim periods, disclosure anahdiion. In accordance with t
requirements of FIN 48, the Company evaluatedaallyears still subject to potential audit undetesend federal income tax law
reaching its accounting conclusions. As a reshk, €Company concluded it did not have any unreceghiax benefits or al
additional tax liabilities after applying FIN 48 a$ the January 1, 2007 adoption date or duringltheveek and 26 week peric
ended July 1, 2007. The adoption of FIN 48 theefad no impact on the Compasigonsolidated financial statements. See N
for further discussior




2. Income Taxes

The provisions of FIN No. 48 have been appliedlt@f our material tax positions taken through tlae of adoption ai
during the 13 week and 26 week periods ended JUAQ7. We have determined that all of our maltéaia positions taken in o
income tax returns met the more likely-thami-recognition threshold prescribed by FIN No. 48.addition, we have also determii
that, based on our judgment, none of these taxiposimeet the definition of “uncertain tax positsd that are subject to the non-
recognition criteria set forth in the new pronoumeat. In future reporting periods, if any interestpenalties are imposed
connection with an income tax liability, we expezinclude both of these items in our income teovjEion. We also do not belie
that it is reasonably possible that the amount wf unrecognized tax benefits will change signifitamwithin the next twelv
months. The Company is no longer subject to Le8erfal or state income tax examinations by taxaitibs for years before 20(
During fiscal year 2006, the Internal Revenue 2en{iRS) examined the Compary2004 U.S. income tax return, resulting in
IRS sending a final determination notice of “No @ba”, dated June 29, 2006. As a result, the Company ededlit did not ha\
any unrecognized tax benefits or any additionalli@hilities after applying FIN 48 as of the Janudr, 2007 adoption date or as
the 13 week and 26 week periods ended July 1, 206@. adoption of FIN 48 therefore had no impacttbe Companyg
consolidated financial statemer

In May 2006, the State of Texas enacted a Ingsiness tax that is imposed on gross revenuesptace the Statg’curren
franchise tax regime. The new legislation’s effectdate is January 1, 2008, which means that iostr Texas margins tax (“TM7)”
return will not become due until May 15, 2008 anitl ne based on our 2007 operations. AlthoughTMT is imposed on an entity’
gross revenues rather than on its net income,iceagpects of the tax make it similar to an incdeme In accordance with the guida
provided in SFAS No. 109, we have properly deteadithe impact of the newlgnacted legislation in the determination of outorégx
state current and deferred income tax liabi

3. Stock-Based Compensation

At July 1, 2007, the Company had several equityetiasompensation plans from which stdsed compensation awe
can be granted to eligible employees, officersimratiors. The current plans are the 2005 Long Tkreentive Plan, the 1996 Lo
Term Incentive Plan, the Stock Option Plan for Nemployee Directors and the 1996 Manageétock Option Plan. These plans
described in more detail in Note 5 of our consdgdafinancial statements in our Annual Report omnFAa0K for the fiscal yee
ended December 31, 2006.

Effective January 2, 2006, the Company adopted SRAS 123 (Revised) Shafased Payments (SFAS No0.123(
utilizing the modified prospective approach. Ptioithe adoption of SFAS No. 123(R),the Company anted for the equitypase:
compensation plans under the recognition and measant provisions of Accounting Principles Board id@n No. 25, Accountin
for Stock Issued to Employees, and related intéafions (the intrinsic value method), and accorllingid not recognize at
compensation expense for stock option grants.

Under the modified prospective approach, SFAS Nt8(R) applies to new awards and to unvested awtdnaswer:
outstanding on January 2, 2006, and those thagudrsequently modified, repurchased or cancellendedthe modified prospecti
approach, compensation cost recognized in the tidated financial statements includes compensatmst for all unvested stock-
based payments granted prior to adoption and cosapien cost for all stockased compensation awards granted subsequ
adoption, based on the grant-date fair value egtighia accordance with the provisions of SFAS N23(R).

On May 23, 2006, the ComparyBoard of Directors approved a restricted stoehgof 3,000 shares to each of the ou
directors with ten years of service, with such tgaresting over a four year period. Two of theediors qualified for this restrict
stock grant. Effective December 15, 2006, the Caimgpawarded restricted stock grants for an aggeega®5,000 shares to fc
employees, with such grants vesting over a five pesiod. During the second quarter of fiscal y2@07, 5,000 restricted shares
2,500 stock options were forfeited upon the tertidmaof one of those employees.




On May 22, 2007, the CompamsyBoard of Directors approved a restricted stoekgof 10,000 shares to its President,
such grant vesting over a four year period. Afestricted stock grants for an aggregate of 11sh2@es was made to four employ
of its Michigan operations, with such grants vegtaver a five year period. In addition, the Boapproved a stock option grani
the Companys President for 50,000 options with a grant daieepsf $8.43. The options vest over a five yearquk with no vestin
in the first year and vesting of 10%, 20%, 30% 46 in the second, third, fourth and fifth yeaespectively.

The Company receives a tax deduction for certaitksioption exercises during the period the optians exercise
generally for the excess of the price for which tpgdions were sold over the exercise prices ofaions. There were 2,500 ¢
35,737 stock options exercised in thevi@ek periods ending July 1, 2007 and July 2, 208§pectively. The Company recei
cash in the amount of $8,900 and $247,223 for¢lersd quarter of 2007 and 2006, respectively.

As a result of adopting SFAS No. 123(R) on Jan2arg006, income before income taxes, net incomedélnted earning
per share for the 13-week period ended July 2, 28@6e lower by $13,066, $8,235 and $0.00 per shaspectively, and for the 26-
week period ended July 2, 2006 were lower by $28,$26,471 and $0.00 per share, respectively,ifthe Company had continu
to account for stock-based compensation under ApPiRi@n No. 25.

Income per Share

Basic income per share is based on the weightedgeehares outstanding without any dilutive effectnsidered. Prior
the adoption of SFAS No. 123(R), diluted income gieare recognized the dilution from all continggrgisuable shares, includi
options and warrants.

Since the adoption of SFAS No. 123(R) in fiscalry2@06, diluted income per share is calculatedgugire treasury sto
method, which considers unrecognized compensatiperse as well as the potential excess tax benibfit reflect the curre
market price and total compensation expense tedmgnized under SFAS No. 123(R). If the sum ofassumed proceeds, includ
the unrecognized compensation costs calculatedruheéreasury stock method, exceeds the averagk gtice, those options wot
be considered antidilutive and therefore excludednfthe calculation of diluted income per sharer the 13-week and 2&eel
periods ended July 1, 2007, the incremental shaddgd in the calculation of diluted income per shaere 11,495 and 22,2
respectively, neither of which had any affect oa dletermination of diluted income per share. Rert3-week and 2é«ek period
ended July 2, 2006, the incremental shares addetheincalculation of diluted income per share wergd,286 and 281,71
respectively, which affected the determination ibftdd income by $0.03 and $0.05 per share, resmbet

Hurricane Rita

During the second quarter of 2006, the Companyhea resolution with its insurance carrier for therricane Rit
insurance claim. As of July 2, 2006 the Compang hareceivable due from its insurance carrier #3858 and had receiv
proceeds of $785,028. All insurance proceedsaelad this claim were collected prior to the endigfal year 2006.

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 lireé credit, with the balance paid from cash reserves

On March 29, 2007, the Company amended its cradilitfy with Bank of America, changing its credadility from a $10.
million credit facility consisting of a $5.0 millloterm note (remaining balance $1.5 million) anfi5a0 million revolving line ¢
credit to a $7.5 million revolving line of crediplling the term note balance into the newly inseghrevolving line of credit. T
revolving line of credit was to mature on DecemBg&r 2011. The amendment allowed for additionpiteh expenditures, revis
certain covenant ratios and increased the amouatl@f/able stock or vested option repurchases. ifitexest rate was either !
prime rate or LIBOR plus a stipulated percentaglee Company was subject to a non-use fee of 0.7%eunused portion of t
revolver from the date of the credit agreemente Tompany pledged the stock of its subsidiarisdedsehold interests, its pate
and trademarks and its furniture, fixtures and angint as collateral for its credit facility with Baof America. The amendment v
signed March 29, 2007 and was made effective DeeeBib, 2006. The Company was in full compliancéhnwail debt covenants,
amended, as of April 1, 2007.




On June 29, 2007 the Company entered into a Chegikement (the “Wells Fargo Agreementjth Wells Fargo Banl
N.A. (“Wells Fargo”)in order to increase the revolving loan amountlaiéé to the Company from $7.5 million to $10 naitii The
Wells Fargo Agreement also allows up to $2.0 millin annual stock repurchases. In connection thighexecution of the We
Fargo Agreement, the Company prepaid and terminase@xisting Amended and Restated Revolving Credidd Term Loa
Agreement between the Company and Bank of Amefid® Wells Fargo Agreement provides for a revolviogn of up to $1
million, with an option to increase the revolvingah by an additional $5 million, for a total of $idllion. The Wells Farg
Agreement terminates on June 29, 2010. At the Gaoryip option, the revolving loan bears an interest egpgal to either the We
Fargos Base Rate plus a stipulated percentage or LIBIDR g stipulated percentage. Accordingly, the Camypis impacted
changes in the Base Rate and LIBOR. The Compasyhigct to a nomse fee of 0.50% on the unused portion of the verdron
the date of the Wells Fargo Agreement. The Compesypledged the stock of its subsidiaries, itsdbald interests, its patents
trademarks and its furniture, fixtures and equiph@ncollateral for its credit facility with Wellgargo Bank, N.A. The Wells Far
Agreement requires the Company to maintain certamimum EBITDA levels, leverage ratios and fixechole coverage ratios.
of July 1, 2007, the Company was in compliance \&lttdebt covenants and expects to be in full céangk with all debt covenat
during the balance of fiscal year 2007.

Restaurant Closure Costs

For the 13-week and 2@ek periods ended July 1, 2007, the Company redoctbsure costs of $110,529 and $169,
respectively, all of which is included in disconteéd operations. These closure costs related ghyntar one undeperforming
restaurant closed in February, 2007 after its leagsred, and to two other restaurants, closedr pao2007, that the Compa
subleased, one effective in February 2007 and ffeetiee in May 2007

Related Party Transactions

On June 12, 2007, the CompanRirector of Franchise Operations, Mr. Forehaadigned his position and entered in
five year employment agreement, which providesafoeduced operational role with the Compatg.will continue to serve
as a Director and as Vice Chairman of the CompaBgard of Directors.

On June 15, 2007, Mr. Forehand entered into antAagechase Agreement to purchase the assets @dhmpanys Cas
Olé restaurant located in Stafford, Texas, an upeeiorming restaurant, for an agreed price of @6,8hares of the Company’
common stock. The stock was valued at $8.14 peshvhich was the tetlay weighted average stock price as of June 127,%6¢
a total value of $218,205. The sale resultedlosa of $79,015. The restaurant operations wéwentaver by Mr. Forehand after
close of business on July 1, 2007. The Staffosfateant will operate under the Compangtandard franchise agreement at
subject to a 2% royalty fee to be paid monthly.

On June 13, 2007, Mr. Forehand entered into a SRackhase Agreement to sell 200,000 shares ofdrisopallyewnec
common stock back to the Company. The stock wheedaat $8.14 per share, which was thedap-weighted average stock prict
of June 12, 2007. As of July 1, 2007, the Compaubglance sheet included a current payable to Mhehand of $1,628,000, whi
was subsequently paid on July 6, 2007.




Iltem 2.

Management’s Discussi and Analysis of Financial Condition and Resultef Operations
Special Note Regarding Forward-Looking Statements

This Form 10-Q contains forwatdeking statements within the meaning of the Pav@ecurities Litigation Reform Act
1995. Such forwartboking statements involve known and unknown riskscertainties and other factors that may causedhen
results, performance or achievements of the Compabyg materially different from any future resuferformance or achieveme
expressed or implied by such forwdabking statements. Such factors include, amongerst the following: growth strateg
dependence on executive officers; geographic cdret@n; increasing susceptibility to adverse ctinds in the region; changes
consumer tastes and eating and discretionary spgtdibits; the risk of fooldlerne iliness; national, regional or local economric
real estate conditions; demographic trends; incléemeeather; traffic patterns; the type, number dachtion of competin
restaurants; inflation; increased food, labor aeddiit costs; the availability of experienced mamagnt and hourly employe
seasonality and the timing of new restaurant oggninhanges in governmental regulations; dram &xppsure; and other fact:
not yet experienced by the Company. The use ofisveuch as “believes”, “anticipates”, “expectshtéinds”’and similar expressio
are intended to identify forwarndoking statements, but are not the exclusive meéaidentifying 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 that attempt to advigerested parties of the risks and factors thay miffect the Company’
business. The Company undertakes no obligatiapdate any such statements or publicly announceipdgtes or revisions to ¢
of the forwardlooking statements contained herein, to reflect elngnge in its expectations with regard theretary change i
events, conditions, circumstances or assumptiodsriying such statements.

General

The Company operates and franchises Mextbeme 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 Saitita and Mission Burritos. At July 1, 2007 the iQuany operated 58 restaurants, franchised 19 rastsuan
licensed one restaurant in various communitieseixa§, Louisiana, Oklahoma and Michigan.

The Company’s primary source of revenues is the sifood and beverages at CompanyRed restaurants. The Comp
also derives revenues from franchise fees, rogalted other franchiselated activities with respect to its franchi
restaurants. Franchise fee revenue from an ingiiffanchise sale is recognized when all servietesting to the sale have be
performed and the restaurant has commenced operdtidial franchise fees relating to area frasehsales are recognized ratabl
proportion to the services that are required topeeformed pursuant to the area franchise or dewsbop agreements a
proportionately as the restaurants within the aresopened.

The consolidated statements of incomecaisth flows for the 13-week and 2&ek periods ended July 2, 2006 have
adjusted to remove the operations of closed remtdsirwhich have been reclassified as discontimpedations. Consequently,
consolidated statements of income and cash flowstfe 13-week and 2&eek periods ended July 2, 2006 shown in
accompanying consolidated financial statements haeen reclassified to conform to the July 1, 20G@sentation. The
reclassifications have no effect on total assets] tiabilities, stockholde’ equity or net income

Since its inception as a public company in 1996 ,Gempany has primarily grown through the acquisitf other Mexica
food restaurant companies.In 1997, the Company hased all of the outstanding stock of MonteseyAcquisition Corf
(“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 Mexa&’ and “Tortuga Coastal Cantina.”

In 1999, the Company purchased 100% of the outstgrgtock of La Sefrita Restaurants, a Mexican restaurant ¢
operated in the State of Michigan. At the timetlod acquisition, La Sefiorita operated five compawyped restaurants, and th
franchise restaurants.




In January 2004, the Company completed its purcledise3 restaurants and related assets from its BBeatbase!
franchisee and affiliates for a total consideratidrapproximately $13.75 million. The restauraatsjuired include eight CasaéOl
restaurants located in Southeast Texas, two CasaeStaurants located in Southwest Louisiana, larektCrazy Jose'restauran
located in Southeast Texas.

In October 2004, the Company completed its purcludsene franchise restaurant in Brenham, Texasafiproximatel
$215,000. The restaurant was closed, remodeledeaogened on November 22, 2004.

In August 2006, the Company purchased two Missiarri®s restaurants and related assets locatedirstdn, Texas fi
approximately $725,000.

Results of Operations

Revenues. The Company revenues for the second quarter of fiscal ye@v 20creased $20,257 or 0.1% to $20.9 mi
compared with $20.8 million for the same quartefisnal year 2006. Restaurant sales for secondeu2007 increased $175,07¢
0.9% to $20.7 million compared with $20.5 milliocor fthe second quarter of fiscal year 2006. Theeimse in revenue reflects r
restaurant additions and revenues from the Compavission Burritos stores of $849,000 partiallyseff by a $674,000 decline
same-restaurant sales and lost sales due to asexdalestaurant for remodeling. For the secondguanded July 1, 2007, Company-
owned same-restaurant sales decreased approximatéls and franchised-owned samestaurant sales, as reported
franchisees, increased approximately 1.4%.

On a year-to-date basis, the Compsngvenue decreased $275,412 or 0.7% to $41.omibmpared with $41.6 millic
for the same 26-week period in fiscal 2006. Resisusales for the 2éeek period ended July 1, 2007 decreased $114103B% tc
$41.0 million compared with $41.1 million for tharse 26week period of fiscal 2006. The decrease in reveeflects a $2.2 millio
decline in same-restaurant sales, partially offgetew restaurant additions and revenues from thapanys Mission Burritos stores
$2.1 million. For the 26-week period ended July2@Q7, Company-owned samestaurant sales decreased approximately 4.6¢
franchise-owned sam-restaurant sales, as reported by franchisees,afstt@pproximately 0.6¢

For the quarter ended July 1, 2007, franchiss,feoyalties and other decreased $154,818 or 47 78469,716 compar
with $324,534 for the same quarter a year ago. dBweease primarily reflects business interrupgtimteeds of $59,621 received du
the second quarter ended July 2, 2006 and an $80@¢@dgnition in royalties due to the correctioruafierstated royalty income wh
was also recorded in the second quarter ended®,J2§06.

On a year-tolate basis, franchise fees, royalties and otheredesed $161,272 or 32.7% to $331,960 comparec
$493,232 for the same quarter a year ago. Thedsemwas due to the same reasons stated ¢

Costs and Expenses . Costs of sales, consisting of food, beveraggoli, supplies and paper costs, increased as ary
of restaurant sales 100 basis points to 28.5% codpaith 27.5% in the second quarter of fiscal y2@06. The increase primai
reflects higher food prices, especially produceese and dry goods. In April and May of 2007,Gleenpany raised menu price:
most of our concepts in an effort to offset soméhefrise in commodity cost

On a year-taate basis, costs of sales increased as a percesgtaurant sales 90 basis points to 28.4% cordpaith
27.5% for the same -week period a year ago. The increase was duetsaime reasons discussed ab

Labor and other related expenses decreased asentzge of restaurant sales 30 basis points 82s compared wi
32.3% in the second quarter of fiscal year 2006e decrease primarily reflects workecompensation insurance and unemploy
tax adjustments related to a policy audit and améfdue to excess funding from the State of TexaskWrce Commissiol
respectively. On a year-tiate basis, labor and other related expense irentess a percentage of restaurant sales 90 basis [
32.9% compared with 32.0% for the 26-week periogkar ago. The increase reflects back of the hbosely labor that wast’
scheduled in proportion to declining se-restaurant sales, primarily in the first quartefisgal year 2007
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Restaurant operating expenses, which primarilluge rent, property taxes, utilities, repair andntemance, liquor taxe
property insurance, general liability insurance addertising, increased as a percentage of restasases 200 basis points to 24
as compared with 22.5% in the second quarter caffigear 2006. The increase primarily reflects bigtepair and maintenar
expenses, and higher property casualty insuraremipms resulting from greater hurricane threathéGulf Coast Region, whe
40% of the Company’s restaurants are located amtd doe potentially impacted. On a yeardmie basis, restaurant opera
expenses increased 220 basis points to 24.8% cethpath 22.6% for the 2@reek period in fiscal year 2006. The increasesot
higher property insurance premiums, repair and teaance, a ongme rent related common area maintenance adjustan
security costs

General and administrative expenses consist ofresggeassociated with corporate and administratinetions that suppc
restaurant operations. As a percentage of tot@hnee, general and administrative expenses inaetbasis points to 9.2% for
second quarter of fiscal year 2007 as compared 8@#6 for the second quarter of fiscal year 20@6absolute dollars, general ¢
administrative costs were $89,170 higher in thesdauarter of fiscal year 2007 compared with theoad quarter of fiscal ye
2006. The increase primarily reflects compensaitioneases compared with comparable periods in 2886vell as SFAS No. 1
(R) ShareBased Payments expensing of options and a $98bldeverance pay associated with the reduction mergé an
administrative personnel. On a yeardfte basis, general and administrative expensesaised 40 basis points to 9.3% comp
with 8.9% for the 26-week period a year ago. Isddilite dollars, general and administrative costevid 35,961 higher in the 26-
week period of fiscal 2007 compared with thevidgek period a year ago. The increase was duetedime reasons discussed ak
and also due to a $31,250 executive search feedettdn the first quarter of fiscal 2007.

Depreciation and amortization expenses include depreciation of fixed assets and the amortizatid intangible
assets. Depreciation and amortization expenseased as a percentage of total sales 50 basis poidt1% for the second qua
of fiscal year 2007 as compared with 3.6% the squeeter in fiscal year 2006. Such expense for #dworsd quarter of fiscal ye
2007 was $98,893 higher than for the second quartiEscal year 2006, which included $21,874 of Bari America loan cost wri
offs. The balance of the increase for the 2000rsquarter reflects additional depreciation expefios remodeled restaurants, r
restaurants, and the replacement of equipmenteasktihold improvements in various existing restdsra@n a year-tglate basi
depreciation and amortization expenses increasacascentage of total sales 50 basis points & 4ot the 26week period of fisci
year 2007 as compared with 3.6% the san-week period in fiscal year 2006. The increase easto the same reasons discu
above.

The Company did not open any new restaurants dtin@gecond quarter of 2007. The Company, howeeepened
completely remodeled restaurant (closed for eigb¢ks during the second quarter of 2007) and indub9,993 of prepening
costs. Last year, the Company opened one new rastaat the end of the first quarter of 2006 armliired $49,738 in prepening
costs in the first quarter of 2006 and $14,51thadecond quarter of 2006, for a total of $64,248He 2-week period of 200¢

Gain/Loss on Sale of Assets. During the second quarter of fiscal year 2068, Company recorded losses of $84,367.
losses were primarily related to the sale of ongeuperforming restaurant to Mr. Forehand, Vice Chaimnoéthe Company, wt
purchased the assets of the Company’s Casaedtaurant located in Stafford, Texas for an agmére of 26,806 shares of
Company’s common stock. The stock was valued dt4$ger share, which was the teéay weighted average stock price as of
12, 2007, for a total value of $218,205. The $talffrestaurant will operate under the Comparsgandard franchise agreement al
subject to a 2% royalty fee to be paid monthly.

Other Income (Expense). Net expense increased $43,270 to $107,790 isebend quarter of fiscal year 2007 comp
with a net expense of $64,520 in the second quaftiscal year 2006. Interest expense increa8ed1$8 to $123,951 in the sect
quarter of fiscal year 2007 compared with inteegiense of $88,793 in the second quarter of figeal 2006. On a year-tiate
basis, net expense for the 26-week period of figeat 2007 increased $43,965 to $194,256 as conhpaul 50,291 for the 2éeel
period for fiscal year 2006. Interest expensedased $24,591 to $223,583 for thevdgek period of fiscal year 2007 compare
interest expense of $198,992 in the 26-week pearididcal year 2006. The Compasyoutstanding debt increased $1.8 million ir
second quarter resulting from drawing $2.3 milliam its line of credit and partially offset by th8.% million prepayment of ti
Beaumor-based franchise restaurant seller notes. Theaserm interest expense reflects the higher avetaelgeoutstanding
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Income Tax Expense. The Companys effective tax rate from continuing operations ttoe second quarter of fiscal y
2007 was 30.9% as compared to 34.3% for the segoader of fiscal year 2006. On a year-to-dateshdlse Company effective
tax rate from continuing operations for the 26-w@ekiod of fiscal year 2007 was 31.6% as compane83t9% for the 26veek
period for fiscal year 2006. In determining theadarly provision for income taxes, the Companysuese estimated annual effect
tax rate based on forecasted annual income andapemnh items, statutory tax rates and tax plannimgodunities in the variol
jurisdictions in which the Company operates. Thpant of significant discrete items is separatebogmized in the quarter in whi
they occur

Restaurant Closure Costs and Discontinued Operations . For the 13-week and 28eek periods ended July 1, 2007,
Company recorded closure costs of $110,529 and,$489respectively, all of which is included in abstinued operations. The
closure costs related primarily to one ungerforming restaurant closed in February, 2007r aftelease expired, and to two ot
restaurants, closed prior to 2007, that the Comgabjeased, one effective in February 2007 anceffeetive in May 2007

Liquidity and Capital Resources

The Company met capital requirements for tBevek period of fiscal year 2007 primarily by drawion its line @
credit. In the 26week period for fiscal year 2007, the Company hashdlow from operating activities of $654,301, qared witt
cash flow from operating activities of $2,863,5Athe 26week period of fiscal year 2006. The decreasedhdlow from operatir
activities primarily reflects the decrease in ofiegaincome. Financing activities provided $3.0liom in the 26weeks of fiscal yei
2007, of which $1.6 million was drawn from the Camp’s line of credit to be used for the purchase of,@00 shares of tl
Companys common stock, compared to a use of cash of $hiBion primarily related to long term debt paymerni fiscal yee
2006. As of July 1, 2007, the Company had a warldapital deficit of $1.0 million, compared withveorking capital deficit ¢
approximately $1.9 million at December 31, 2006 amproximately $1.8 million at July 2, 2006. A Wkimyg capital deficit i
common in the restaurant industry, since restauranipanies do not typically require a significam¢dstment in either accou
receivable or inventor

The Company's principal capital requirements ageftimding of routine capital expenditures, newaesint development
acquisitions and remodeling of older units. Durthg 26week period ended July 1, 2007, total cash useddpital requiremen
was approximately $2.6 million, which included $408 spent for new PosiTouch pointsale register systems for fifte
restaurants (all Compargwned restaurants now have PosiTouch) and $905¢0T8staurant remodels. The Company did not
any new restaurants during the 26-week period 6720ut did sign one new lease for a Casar@éaurant it plans to open dur
the first quarter of 2008. During August, 2007e tBompany signed the leases for two Mission Bugristaurant sites that
planned to open sometime during the second hdioél year 2007. During the second quarter afdisear 2007, the Compe
completed the remodel of one Casa Olé restauraattatal cost of $510,000. The Companyianagement anticipates that it
spend approximately $2.7 million for capital expgumebs during the remainder of fiscal year 2007.

Prior to fiscal year 2007, the Company incurreditimithl debt to carry out acquisitions, to develogwv restaurants and
remodel existing restaurants, as well as to accoaateoother working capital needs. During the sdagumarter of fiscal year 20(
the Company drew $2.3 million on its line of creditd prepaid the remaining seller note of $500,800 the Beaumonbase!
franchise restaurant acquisition in 2004. As &f 112007, the Company had $6.8 million drawn tsrine of credit.

On March 29, 2007, the Company amended its cradilitfy with Bank of America, changing its credadility from a $10.
million credit facility consisting of a $5.0 millloterm note (remaining balance $1.5 million) anfi5a0 million revolving line ¢
credit to a $7.5 million revolving line of credilling the term note balance into the newly inseghrevolving line of credit. Tl
revolving line of credit was to mature on DecemBg&r 2011. The amendment allowed for additiongitehexpenditures, revis
certain covenant ratios and increased the amouatl@fzable stock or vested option repurchases. ifitexest rate was either !
prime rate or LIBOR plus a stipulated percentagecordingly, the Company is impacted by changeghi& prime rate ar
LIBOR. The Company was subject to a nme fee of 0.75% on the unused portion of the xrofrom the date of the cre
agreement. The Company pledged the stock of lisidiaries, its leasehold interests, its patents tamdemarks and its furnitu
fixtures and equipment as collateral for its créaltlity with Bank of America. The amendment wsagned March 29, 2007 and v
effective December 31, 2006.
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Iltem 3.

Iltem 4.

On June 29, 2007 the Company entered into a Chegiikement (the “Wells Fargo Agreementijth Wells Fargo Banl
N.A. (“Wells Fargo”)in order to increase the revolving loan amountlaiéé to the Company from $7.5 million to $10 naitii The
Wells Fargo Agreement also allows up to $2.0 millin annual stock repurchases. In connection thighexecution of the We
Fargo Agreement, the Company prepaid and termindase@xisting Amended and Restated Revolving Credit Term Loa
Agreement between the Company and Bank of Ameil¢e Wells Fargo Agreement provides for a revolviogn of up to $1
million, with an option to increase the revolvingah by an additional $5 million, for a total of $idllion. The Wells Farg
Agreement terminates on June 29, 2010. At the Gaoryip option, the revolving loan bears an interest egpgal to either the We
Fargos Base Rate plus a stipulated percentage or LIBIDR @ stipulated percentage. Accordingly, the Camypis impacted
changes in the Base Rate and LIBOR. The Compasyhigct to a nomse fee of 0.50% on the unused portion of the verdron
the date of the Wells Fargo Agreement. The Compesypledged the stock of its subsidiaries, itsdbald interests, its patents
trademarks and its furniture, fixtures and equiph@ncollateral for its credit facility with Wellgargo Bank, N.A. The Wells Far
Agreement requires the Company to maintain certaimimum EBITDA levels, leverage ratios and fixedhole coverage ratios.
of July 1, 2007, the Company was in compliance \&lttdebt covenants and expects to be in full céangk with all debt covenat
during the balance of fiscal year 2007.

On May 9, 2005, the Company announced its plamfiiément a limited stock repurchase program in armeapermitte
under its bank financing agreement. The Compangred into a repurchase plan designed to comply Ritles 10b5-1 and 1018
under the Securities and Exchange Act of 1934 umndhéch an agent appointed by the Company determihedime, amount, al
price at which purchases of common stock were msulgject to certain parameters established in agvhyg the Company. Unc
this program, the Company purchased shares thrthegthird quarter of fiscal year 2006, and presehds no further authority
repurchase outstanding shares of its common stoderuthis program. Shares previously acquired bemi@g held for gener
corporate purposes, including the offset of thatilié effect on shareholders from the exerciseaflsoptions.

The Company’s management believes that with itsadjpey cash flow and the Compasyevolving line of credit under t
Wells Fargo Agreement, funds will be sufficientri@et operating requirements and to finance rowtépital expenditures and n
restaurant growth through the next 12 months. &nllhe Company violates an important debt covertaet,Companys credi
facility with Wells Fargo is not subject to triggieg events that would cause the credit facilitpéwome due sooner than the mat
dates described in the previous paragraphs.

Quantitative and Qualitative Disclosuresabout Market Risk

The Company does not have or participate in traisecinvolving derivative, financial and commoditystruments. All ¢
the Company’s longerm debt of $6,828,000 bears interest at floatiagket rates. Based on the amount outstandinglyatl,J 2007
a 1% change in interest rates would change intergminse by $17,070 per quarter.

Controls and Procedures

Disclosure Controls Evaluation and Related CEO and CFO Certifications. The Company, with the participation of
principal executive officer ("CEO") and principahéncial officer ("CFO"), conducted an evaluatidrttee effectiveness of the des
and operation of the Company's disclosure contal$ procedures as of the end of the period covieyetthis quarterly report ¢
Form 10-Q.

Certifications of the Company's CEO and CFO, reslin accordance with Rule 134-of the Securities Exchange Ac
1934, as amended (the "Exchange Act"), are attaasea@xhibits to this quarterly report on FormQO-This "Controls ar
Procedures" section includes the information camogrthe controls evaluation referred to in thetiieations, and it should be re
in conjunction with the certifications for a morenaplete understanding of the topics presented.
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Limitations on the Effectiveness of Controls. The Company does not expect that its disclosurér@isnand procedures w
prevent all errors and all fraud. A system of colstand procedures, no matter how well conceivetl @erated, can provide o
reasonable, not absolute, assurance that the ivejgatf the system are met. Because of the liroitatin all such systems,
evaluation can provide absolute assurance thatagifrol issues and instances of fraud, if any, witthe Company have be
detected. Furthermore, the design of any systeroonfrols and procedures is based in part uporaicegssumptions about !
likelihood of future events, and there can be rsugmce that any design will succeed in achievingtated goals under all poter
future conditions, regardless of how unlikely. Bese of those inherent limitations in a ceBective system of controls a
procedures, misstatements or omissions due to erfoaud may occur and not be detected.

Scope of the Controls Evaluation. The evaluation of the Compasydisclosure controls and procedures included i@wewt
their objectives and design, the Company's implaaiem of the controls and procedures and the eféécthe controls ar
procedures on the information generated for ugkignquarterly report on Form 1D- In the course of the evaluation, the Com|
sought to identify whether it had any data erroositrol problems or acts of fraud and to confirratthppropriate corrective acti
including process improvements, were being undertak needed. Many of the components of the Comigadisclosure contrc
and procedures are also evaluated by managemabst.oVerall goals of these various evaluation a@dwiare to monitor tt
Companys disclosure controls and procedures on an ongbasis, and to maintain them as dynamic systems dhatge ¢
conditions warrant.

Conclusions regarding Disclosure Controls . Based on the required evaluation of the Compgadigclosure controls a
procedures, our CEO and CFO have concluded thatf &gly 1, 2007, the Company maintained disclosantrols and procedur
that were effective in providing reasonable asstgahat information required to be disclosed by@menpany in the reports tha
files or submits under the Exchange Act is recorgedcessed, summarized and reported within the periods specified in t
SEC's rules and forms, and that such informati@@mulated and communicated to the Company'sgeament, including its CE
and CFO, as appropriate to allow timely decisi@tarding required disclosure.

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 finadceporting.

PART Il - OTHER INFORMATION
Item 1A. Risk Factors

There have been no material changes in the CompaisK factors from the disclosure included in fmnual Report o
Form 10-K for the fiscal year ended December 30620

ltem 2.  Unregistered Sales of Equity Securitieeand Use of Proceeds
Items 2(a) and (b) are not applicable.

(c) The following table provides information altahe Company’s purchases of shares of its ComnStock:
Maximum
Number of
Shares (or
Total Numbe  Approximate
of Shares  Dollar Value)
Purchased as That May Ye

Total Numbe Part of Be Purchase

of Publicly Under the

Shares Average Pric  Announced Plans or

Purchased Paid Per Plans or Programs

Period (Note 2) Share Programs (Note 1)

1/1/07—4/1/07 0 % 0.0C 0 3 0
4/2/07—7/1/07 200,000 $ 8.14 0 3 0
4/2/07—7/1/07 26,80¢ $ 8.14 0 3 0

(1) Under a share repurchase program approved by thelRBd Directors of the Company on May 2, 2005, anténded September 7, 2(
the Company was authorized to repurchase up td8200 in maximum aggregate amount of the Comga@pmmon Stock (not
exceed repurchases up to $500,000 in any one guafiee repurchase program was designed to comjily Rules 10bt8 and Rul
10b54 under the Securities Exchange Act of 1934 undgclwvan agent appointed by the Company was to méterthe time, amour
and price at which purchases of common stock webetmade, subject to certain parameters establisredvance by the Company.
of July 1, 2007, the Company has no remaining i@age authority remaining under this progr



(2) On June 13, 2007, Mr. Forehand entered into a Sfackhase Agreement to sell 200,000 shares ofdm®pallyewned common stor
back to the Company. The stock was valued at $Bet4share, which was the tday weighted average stock price as of Jun
2007. As of July 1, 2007, the Compamybalance sheet included a current payable to MrehHand of $1,628,000, which v
subsequently paid on July 6, 20i

On June 15, 2007, Mr. Forehand entered into antAasehase Agreement to purchase the assets @dimpany’s Casa Oleestaurar

located in Stafford, Texas for an agreed price8@6 shares of the Compasy'ommon stock. The stock was valued at $8.14 e
for a total value of $218,205.
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Item 4. Submission of Matters to a Vote of Secusi Holders

The Company held its 2007 annual meeting of shddeh® on Tuesday, May 22, 2007. At the annual imggethe

Company’s shareholders took the following actions:

(1) By a vote of 3,319,096 for, 127,219 withheld, thareholders elected Michael D. Domec as a Clagsréctor for a terr
expiring at the annual meeting to be held in 204 antil his successor is elected and qualil

(2) By a vote of 3,237,625 for, 208,690 withheld, thareholders elected Curt Glowacki as a Class kdar for a term expirir
at the annual meeting to be held in 2010 and higtisuccessor is elected and qualif

(3) By a vote of 3,237,725 for, 208,590 withheld, thareholders elected Louis P. Neeb as a Class ¢ckir for a term expirir
at the annual meeting to be held in 2010 and higtisuccessor is elected and qualif

Additionally, the following current directors of @hCompany continued to serve as directors as off@talving the 2007 annu
meeting: Joseph J. Fitzsimmons, J. Stuart Sar@ans Denver, Larry N. Forehand and Thomas E. Marti

ltem 6. Exhibits

Exhibit Number

Document Description

10.1

10.2

311

31.2

32.1

32.2

Credit Agreement between Mexican Restaurantsaind.Wells Fargo Bank, N.A. dated June 29,
2007 (incorporated by reference to Exhibit 10.1hien Company’s Form 8-K filed on July 6, 2007
with the Securities and Exchange Commission).

Stock Purchase Agreement between Mexican Restautant and Forehand Family Partnership,
Ltd. dated June 13, 2007.

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 Sarban@siey Act of 200:.

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 Sarba-Oxley Act of 200:

Items 1, 3, and 5 of this Part Il are not applieadohd 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: August 13, 2007 By: /s/ Curt Glowack
Curt Glowacki

Chief Executive Office

(Principal Executive Officer

Dated: August 13, 2007 By: /s/ Andrew J. Denna
Andrew J. Dennar

Executive Vice President, Chief Financial Officeff@easure

(Principal Financial Officer and Principal AccourdiOfficer)




Exhibit 10.2

STOCK PURCHASE AGREEMENT

THIS STOCK PURCHASE AGREEMENT (this “ Agreeméit dated as of June 13, 2007, is entered into by arahg MEXICAN
RESTAURANTS, INC., a Texas corporation_(“ Buygrand the FOREHAND FAMILY PARTNERSHIP, LTD., a Textwited partnershi
(the “ Shareholdet).

WHEREAS, the Shareholder owns six hundred and wiginte thousand, four hundred and sixty three (68%),4f the issued al
outstanding shares of capital stock of Buyer;

WHEREAS, the Shareholder desires to sell and comvdBuyer, and Buyer desires to purchase from tmeréholder, two hundr
thousand (200,000) of the issued and outstandiagestof capital stock of Buyer held by the Shardég!

NOW, THEREFORE, for and in consideration of themises and of the mutual covenants contained heagith,other good ai
valuable consideration, the receipt and sufficieoicyhich are hereby acknowledged, the partiestbhergree as follows:

1. Purchase of StockSubject to the terms and conditions of this &grent, the Shareholder hereby sells, assignsférans
delivers and conveys, and Buyer hereby purchasgaesepts, two hundred thousand (200,000) sharesnainon stock, $.01 par value per
share, of Buyer owned by Shareholder (the “ Sharfes a purchase price of $8.14 per share (th@rtRase Pric#).

2. Title to the SharesThe Shareholder represents and warrants to Basyfllows: (a) the Shareholder owns beneficiaitg
of record all of the Shares set forth to be conddyereunder; and (b) the Shareholder has (i) gaddaarketable title to the Shares to be sold
by the Shareholder, free and clear of all liensuerbrances, mortgages, pledges, security interestsictions, prior assignments, charges,
rights, warrants, options, commitments, demandscéaiths of any kind or nature whatsoever (collegify “ Encumbrance, and (ii) the
complete power, right and authority to sell, asstggnsfer, deliver and convey the Shares (witlaindant voting rights), as provided in this
Agreement, free and clear of any Encumbrances. SHageholder represents and warrants to Buyeufiat transfer of such Shares pursuant
to this Agreement, Buyer will acquire good and nesakle title thereto, free and clear of all Encuamiges.

3. Access to Information By execution of this Agreement, the Sharehotbdmowledges that it has received and reviewe:
documents and information necessary or advisabdedar to enable it to make an informed decisiayarding the sale and transfer of the
Shares, including without limitation all public i@s of Buyer, has had access to all informati@t ifhconsiders necessary to enable the
Shareholder to make a decision regarding its saldransfer of the Shares to Buyer pursuant toAQigement, and has had an opportunity to
ask questions of and receive answers from Buyeitamadficers. The Shareholder also agrees that it




has had the opportunity to consult with legal cmirand/or any other advisor it has deemed ap@ieptd make such decision.

4, Full and Final PaymentThe Shareholder acknowledges and agrees thagpesor the Purchase Price describe8éation :
hereof, there is no other amount or consideratfamg kind or character payable by or to be paidBhyer to the Shareholder with respect to
the Shareholder’s sale and transfer of the SharBsiyer now or at any time in the future with respibereto.

5. Further AssurancesFrom time to time after the Closing Date, atrbguest of any party hereto and at the expenteof
party so requesting, the parties hereto shall éreamud deliver to such requesting party such dootsrend take such other action as such
requesting party may reasonably request in ordeotngsummate more effectively the transactions coplated hereby.

6. Taxes The Shareholder acknowledges that its salerandfer of the Shares pursuant to this Agreemegtrasult in a
taxable loss or gain to it, and covenants and agies it will file all required federal, statechl or foreign tax returns and reports relating to
the transactions contemplated hereby and will plegnaounts required to be paid with respect to setbrns and reports.

7. Survival. The representations, warranties and covenantsioed in this Agreement shall survive the consation of the
transactions described herein.

8. Miscellaneous.This Agreement, together with the letter agreedated June 12, 2007 between Larry N. Forehand and
Buyer, contain the entire understanding of theigattereto relating to the subject matter contahvexéin and supersede all prior agreements
and understandings, written or oral, relating ®gsbbject matter hereof. This Agreement shalbeathodified, amended or terminated except
in a writing signed by the party against whom ecéonent is sought. This Agreement may be execuatedé or more counterparts for the
convenience of the parties hereto, all of whicketatogether shall constitute but one and the sasteiment. This Agreement shall be
governed by and construed in accordance with the &f the State of Texas (without regard to itegples of conflicts of law). This
Agreement shall be binding on, and inure to theebieof the parties hereto and their respectivesheistate, legatees, beneficiaries, legal
representatives, successors and assigns. Inéme tinat any provision contained herein shall Hd tebe invalid, illegal or unenforceable for
any reason, such invalidity, illegality or unenfeability shall not affect any other provision hdremd this Agreement shall be construed
such invalid, illegal or unenforceable provisiordhrever been contained herein. The waiver by anty hereto of any breach or default by
the other party of any of the terms of this Agreatrghall not operate as a waiver of any other breaaefault, whether similar to or differe
from the breach or default waived. This Agreemsgmiot intended and shall not be deemed to cornfen wr give any person or entity except
the parties hereto, and their respective succeasarpermitted assigns any remedy, claim, causetafn or right under or by reason of this
Agreement.

[Signature page follows]




IN WITNESS WHEREOF, the parties hereto have exettlis Agreement as of the day and year first alvanitten.
THE SHAREHOLDER:

FOREHAND FAMILY PARTNERSHIP, LTD.

By: , General Partner

By:
Printed Name:
Title:

BUYER:
MEXICAN RESTAURANTS, INC.
By:

Printed Name:
Title:







Exhibit 31.1

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

I, Curt Glowacki, certify that:

1. | have reviewed this quarterly report on Forn-Q of Mexican Restaurants, In

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

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 officers and | are responsildedstablishing and maintaining disclosure contamld procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

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 prepa

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

c¢) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter that has materiallyciéfé, or is reasonable likely to materially affébg registrans internal contrc
over financial reporting; an

5. The registrans other certifying officers and | have disclosedsddd on our most recent evaluation of internalrobiver financizs
reporting, to the registrant’s auditors and theitaadmmittee of the registramst’board of directors (or persons performing
equivalent functions!

a) all significant deficiencies and material weaknssisethe design or operation of internal controémofinancial reporting whic
are reasonable likely to adversely affect the teayie’'s ability to record, process, summarize and refimanhcial information; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significda in the registrant’
internal control over financial reportin

August 13, 2007

/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 omrd.0-Q of Mexican Restaurants, Inc.;

2. 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 cistances under which such statements were madmisletding with respect to t
period covered by this repo

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 operatand cash flows of the registrant as of, amdtfe periods presented in the rep

4. The registrans other certifying officers and | are responsilde dstablishing and maintaining disclosure contesld procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and proceduresawsed such disclosure controls and procedures fesigned 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 prepa

b) evaluated the effectiveness of the registsauiisclosure controls and procedures and preséntdds report our conclusio
about the effectiveness of the disclosure contint procedures, as of the end of the period covgyetis report based on st
evaluation; an

c) disclosed in this report any change in the regi$santernal control over financial reporting thatcurred during the registraat’
most recent fiscal quarter that has materiallyciéfe, or is reasonable likely to materially affeébe registrans internal contre
over financial reporting; an

5. The registrans other certifying officers and | have disclosedséd on our most recent evaluation of internalrobmtver financie
reporting, to the registrant’s auditors and theitaadmmittee of the registramst’board of directors (or persons performing
equivalent functions!

a) all significant deficiencies and material weaknesigethe design or operation of internal contro¢ofinancial reporting whic
are reasonable likely to adversely affect the teayie’'s ability to record, process, summarize and reffrmahcial information; an

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

August 13, 2007

/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 Mexidaastaurants, Inc. (the “Company”) on FormQ@er the period ending July 1, 2(
as filed with the Securities and Exchange Commissio the date hereof (the “Reportl’) Curt Glowacki, Chief Executive Officer of t
Company, certify, pursuant to 18 U.S.C. § 1350t:tha

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; anc
(2) The information contained in the Report fairly mmets, in all material respects, the financial ctadiand results of operatic
of the Company
/s/ Curt Glowacki
Curt Glowacki

Chief Executive Officer
August 13, 2007







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 Mexidaastaurants, Inc. (the “Company”) on FormQ@er the period ending July 1, 2(
as filed with the Securities and Exchange Commiseio the date hereof (the “Reportl) Andrew J. Dennard, Chief Financial Office!
the Company, certify, pursuant to 18 U.S.C. § 1354x;

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; anc
(2) The information contained in the Report fairly mmets, in all material respects, the financial ctadiand results of operatic
of the Company
/s/ Andrew J. Dennard
Andrew J. Dennard

Chief Financial Officer
August 13, 2007







