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Current assets:
Cash and cash equivalents
Inventories
Receivables, net of reserve ($46,000 in
2003 and 2002)
Prepaid expenses

Total current assets
Furniture, equipment, & improvements, net

Goodwill, net

Restricted cash

Note receivable

Liquor licenses

Advance to managed outlet
Other assets

Total assets

The accompanying notes are an integral part of these consolidated condensed

financial statements.

GRILL CONCEPTS,

June 29,
2003

(unaudited)

$ 1,914,000
495,000

648,000
725,000

3,782,000
8,268,000

205,000
150,000
124,000
318,000
287,000
464,000

December 29,

2002

$ 1,275,000
469,000

549,000
527,000

2,820,000
8,768,000

205,000
616,000
121,000
332,000
351,000
452,000

INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED BALANCE SHEETS

(Continued)

LIABILITIES, MINORITY INTEREST

Current liabilities:
Accounts payable
Accrued expenses
Current portion of long term debt
Notes payable - related parties

Total current liabilities

Long-term debt
Notes payable - related parties

Total liabilities

AND STOCKHOLDERS'

EQUITY

June 29,
2003

(unaudited)

1,179,000
2,462,000
365,000
313,000

4,319,000

379,000
357,000

5,055,000

3
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Minority interest

Stockholders' equity:

Series I, Convertible Preferred Stock, $.001 par
value; 1,000,000 shares authorized, none
issued and outstanding in 2003 and 2002

Series II, 10% Convertible Preferred Stock, $.001 par
value; 1,000,000 shares, authorized, 500 shares

issued and outstanding in 2003 and 2002

Common stock, $.00004 par value; 12,000,000 shares
authorized in 2003 and 2002, 5,537,071 shares
issued and outstanding in 2003 and 2002

1,800,000

Additional paid-in capital
Accumulated deficit
Total stockholders' equity

Total liabilities,
stockholders' equity

The accompanying notes are

financial statements.
4
GRILL CONCEPTS, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF
(Unaudited)
Three Months Ended
June 29, 2003 June 30, 2002
Revenues:
Sales $11,519,000 $10,062,000

Management and license fees

Total revenues

minority interest and

262,000

11,781,000

Cost of sales 3,222,000

Gross profit 8,559,000

Operating expenses:
Restaurant operating expenses 7,047,000
Gain on disposal of assets -
General and administrative 909,000
Depreciation and amortization 357,000
Pre-opening charges -
Total operating expenses 8,313,000

integral part of these consolidated condensed

246,000

10,308,000
2,780,000

6,446,000
(71,000)
937,000
357,000

$

13,152,000
(6,409,000)

OPERATIONS

June 29, 2003

$23,186,000
517,000
23,703,000
6,396,000

14,042,000
(12,000)
1,816,000
789,000
187,000
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Income (loss) from operations 246,000 (141,000) 485,000
Interest expense, net (44,000) (56,000) (92,000)
Income (loss) before provision for
income taxes, equity in loss of joint
venture and minority interest 202,000 (197,000) 393,000
Provision for income taxes (26,000) (2,000) (81,000)
Minority interest 48,000 141,000 264,000
Equity in loss of joint venture (6,000) (7,000) (11,000)
Net income (loss) 218,000 (65,000) 565,000
Preferred dividends accrued or paid (12,000) (12,000) (25,000)
Net income (loss) applicable to
common stock S 206,000 S (77,000) S 540,000
Net income (loss) per share applicable
to common stock:

Basic S 0.04 S (0.01) $ 0.10

Diluted S 0.04 S (0.01) $ 0.10
Weighted average shares outstanding:

Basic 5,537,071 5,537,071 5,537,071

Diluted 5,563,370 5,537,071 5,547,389

The accompanying notes are an integral part of these consolidated condensed
financial statements.

GRILL CONCEPTS, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

Six Months Ended

Cash flows from operating activities:
Net income $ 565,000 S 178,000
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Depreciation and amortization 789,000 728,000



Gain on sale of assets
Minority interest in loss of subsidiaries

Equity in loss of joint venture

Changes in operating assets and liabilities

Inventories
Receivables

Prepaid expenses and other current assets

Liquor licenses and other assets

Accounts payable
Accrued liabilities

Net cash provided by

(used in)

Cash flows from investing activities:
Proceeds from sale of assets
Release of restricted cash
Advance to managed outlet
Advance repaid by managed outlet
Investment in non-consolidated entity

Additions to furniture,

Net cash provided by

(used in)

equipment and improvements

Cash flows from financing activities:

Preferred return to minority stockholders
Return of capital to minority stockholders

Payments to related parties
Payments on long-term debt

Net cash used in financing activities

Net increase (decrease)
Cash and cash equivalents,

Cash and cash equivalents,

in cash and cash equivalents
beginning of period

end of period

Supplemental cash flow information:
Cash paid during the period for:

Interest

Income taxes
Non-cash transaction:

Note receivable from sale of assets

The accompanying
financial statements.

GRILL CONCEPTS,

operating activities

investing activities
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(12,000)
(264,000)
11,000

(26,000
(99,000
(206,000
(14,000
201,000
(40,000)

26,000

466,000

64,000
(30,000)
(260,000)

(88,000
(173,000
(74,000
(197,000

639,000
1,275,000

(71,000)
(194,000)
12,000

70,000
(65,000)
(37,000)

15,000

(296,000)
(573,000)

144,000

(287,000)

(47,000)
(402,000)

(88,000
(64,000
(68,000
(179,000

(1,224,000)
2,300,000

$ 89,000
34,000

$ 90,000
85,000
$ 117,000

are an integral part of these consolidated condensed

INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

(Unaudited)
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1. INTERIM FINANCIAL PRESENTATION

The interim consolidated financial statements are prepared pursuant to the
requirements for reporting on Form 10-Q. These financial statements have not

been audited by independent accountants. The December 29, 2002 balance sheet
data was derived from audited financial statements but does not include all
disclosures required Dby generally accepted accounting principles. The interim

financial statements and notes thereto should be read in conjunction with the
financial statements and notes included in the Company's Form 10-K dated
December 29, 2002. In the opinion of management, these interim financial
statements reflect all adjustments of a normal recurring nature necessary for a
fair statement of the results for the interim periods presented. The current
period results of operations are not necessarily indicative of results, which
ultimately will Dbe reported for the full year ending December 28, 2003.

Certain prior year amounts have been reclassified to conform to current year
presentation.

2. RESTRICTED CASH

Capital contributions from both the Company and the minority member of The Daily
Grill at Continental Park, LLC ("South Bay Daily Grill") have been deposited
into an escrow account. The escrow agent is issuing checks directly to the
contractor or to the Company for payment to other vendors for expenses
associated with the construction of the new restaurant and pre-opening
activities. Amounts held 1in the escrow account are classified as restricted
cash. Upon disbursement from the escrow account, amounts are reclassified as

cash, 1f disbursed to the Company, or to appropriate asset or expense
categories.
3. RECENTLY ISSUSED ACCOUNTING REQUIREMENTS

In May 2002, the Financial Accounting Standards Board ("FASB") issued Statement
of Financial Standards No. 145, ("SFAS 145"), "Rescission of FAS Nos. 4, 44 and
64, Amendment of FAS 13, and Technical Corrections." Among other things, SFAS
145 rescinds various pronouncements regarding early extinguishment of debt and
allows extraordinary accounting treatment for early extinguishment only when the
provisions of Accounting Principles Board Opinion No. 30, "Reporting the Results
of Operations and Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions"
are met. The Company adopted SFAS 145 effective December 30, 2002. Adoption of
this statement has not had a material impact on our consolidated financial
statements.

In July 2002, the FASB issued Statement of Financial Standards No. 146, ("SFAS
146"), "Accounting for Costs Associated with Exit or Disposal Activities," which
superceded EITF Issue No. 94-3, "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity." SFAS 146 requires
that a liability for a cost associated with an exit activity or disposal
activity Dbe recognized and measured initially at fair value only when the
liability is incurred. EITF Issue No. 94-3 requires recognition of a liability
at the date an entity commits to an exit plan. All provisions of SFAS 146 will
be effective for exit or disposal activities that are initiated after December
31, 2002. Adoption of this statement has not had a material impact on our
consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation No. ("FIN") 45,
"Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
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Indirect Guarantees of Indebtedness of Others." FIN 45 required that upon
issuance of a guarantee, the -entity (i.e., the guarantor) must recognize a
liability for the fair value of the obligation it assumes under the guarantee.
FIN 45's provisions for initial recognition and measurement will be effective on
a prospective Dbasis to guarantees issued or modified after December 31, 2002.
Consistent with the provisions of FIN 45, the Company will apply this statement
prospectively. As required by FIN 45, the disclosure provisions, when required,
have Dbeen included in the Company's consolidated financial statements for the
six months ended June 29, 2003. Adoption of this statement has not had a
material impact on our consolidated financial statements.

In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-Based

Compensation-Transition and Disclosure," which amends SFAS No. 123. SFAS No.
148 provides alternative methods of transition for a voluntary change to the
fair wvalue Dbased method of accounting for stock-based compensation. In

addition, SFAS No. 148 amends the disclosure requirements of SFAS No. 123 to
require prominent disclosures in both annual and interim financial statements
about the method of accounting for stock-based employee compensation and the
effect of the method used on reported results of operations. As the Company has
not elected to change to the fair value based method of accounting for stock
based employee compensation, the adoption of SFAS No. 148 did not have a
material dimpact on the Company's financial position or results of operations.
All disclosure requirements of SFAS No. 148 have been adopted and are reflected
in these financial statements.

In January 2003, the FASB issued FIN No. 46, "Consolidation of Variable Interest

Entities." FIN 46 provides guidance that determines (1) whether consolidation
is required under the "controlling interest' model of Accounting Research
Bulletin No. 51 ("ARB 51"), "Consolidated Financial Statements" or,

alternatively, (2) whether the variable interest model under FIN 46 should be
used to account for existing and new entities. The variable interest model of

FIN 46 1looks to identify the T"primary Dbeneficiary" of a variable interest
entity. The ©primary interest entity would be required to be consolidated if
certain conditions are met. FIN 46 effective dates and transition provisions
are required to be applied to preexisting entities as of the first interim
period beginning after June 15, 2003. Management does not believe that the
adoption of this statement will have a material impact on our consolidated
financial statements.

4. DISTRIBUTION OF CAPITAL AND PREFERRED RETURNS

The Company's San Jose Grill, Chicago - Grill on the Alley, Grill on Hollywood
and South Bay Daily Grill restaurants are each owned by limited liability
companies (the "LLCs") in which the Company serves as manager and owns a
controlling interest. Each of the LLCs has minority interest owners. 1In
connection with the financing of each of the LLCs, the minority members may have
certain rights to priority distributions of capital until they have received a
return of their initial investments ("Return of Member Capital") as well as
rights to receive defined preferred returns on their invested capital
("Preferred Return").

The following tables set forth a summary for each of the LLCs of (1) the initial
capital contributions of the Company and the minority LLC members (the
"Members"), (2) the distributions of capital to the Members and/or the Company
during the six months ended June 29, 2003, (3) the unreturned balance of the
capital contributions of the Members and/or the Company at June 29, 2003, (4)
the Preferred Return to Members and/or the Company, (5) the accrued but unpaid
preferred returns due to the Members and/or the Company at June 29, 2003, (6)
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the management incentive fees, if any,

of

the principal distribution provi

SAN JOSE GRILL LLC

Initial Capital Contribution:

Distributions of capital, preferred
return and profit during six months
ended June 29, 2003

Unreturned Initial Capital
Contributions at June 29, 2003:

Preferred Return

Accrued but unpaid Preferred
Returns at June 29, 2003

Management Fee

Principal Distribution Provisions:

Order of Distributions

Until Return of Initial Capital

Until Return of Preferred Return

Until Return of Additional
Contributions

Thereafter:

Balance of distributable cash

CHICAGO - GRILL ON THE ALLEY

Initial Capital Contribution:

payable to the Company, and (7) a summary

sions:

Members

Company

Members

Company

Members

Company

Members
Company

Members

Company

Company

Members

Company

(a)

$ 1,149,650
$ 350,350
S 173,000
$ 173,000
$ 0
$ 0

10%

10%
$ 0
$ 0

5%

location

Al

10%
50.
49.

50.
49.

50.
49.

16.
50.
49.

(b)

to
05%
95%

05%
05%

05%
95%

67%
05%
95%

Company (Manager)

of
of

to

to

to
to

to
of
of

90% to Company
90% to Members

Company

Members

Company
Members

Company (Manager)
83.33% to Company
83.33% to Members

$ 1,700,000
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Distributions of capital during six
months ended June 29, 2003

Unreturned Initial Capital
Contributions at June 29, 2003:

Preferred Return

Accrued but unpaid Preferred
Returns at June 29, 2003

Management Fee

Principal Distribution Provisions:
Order of Distributions

1 Until Return of Members Capital

2 Until Preferred Return
Thereafter:

3 Balance of distributable cash

THE GRILL ON HOLLYWOOD LLC

Initial Capital Contribution:

Distributions of capital during six
months ended June 29, 2003

Unreturned Initial Capital
Contributions at June 29, 2003:

Preferred Return:

Accrued but unpaid Preferred
Returns at June 29, 2003:

Management Fee

Principal Distribution Provisions:

Members

Members

Members

Members

Company

10

Members

Company

Members

Company

Members

Company

Members
Company

Members

Company

Company

(b)

100%

100%

60%
40%

S 110,000
S 1,054,000
8%
$ 0
5%
Allocation

to Members

to Members

to Company
to Members

$ 1,200,000
s 250,000
$ 0

$ 1,200,000
s 250,000
12%

$ 0

10
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Order of Distributions

1 Until Return of Members Capital
and Preferred Return

2 Until Return of Company's Capital
and Preferred Return

Thereafter:

3 Balance of distributable cash

SOUTH BAY DAILY GRILL (CONTINENTAL PARK

Initial Capital Contribution:

Distributions of capital during six
months ended June 29, 2003

Unreturned Initial Capital
Contributions at June 29, 2003:

Preferred Return:

Accrued but unpaid Preferred
Returns at June 29, 2003:

Management Fee

Principal Distribution Provisions:
Order of Distributions

1 Until payment in full of all
deferred management fees

2 Until Return of Any Additional

11

LLC)

Members

Company

Members

Company

Members

Company

Members
Company

Members

Company

Company

12

Allocation

% to
% to

100% to Company

Company (Manager)

Members

Company (Manager)

Members
Company
Members
$ 1,000,000
$ 350,000
$ 0
$ 0
$ 1,000,000
$ 350,000
10%
10%
$ 45,000
$ 16,000
5%
Allocation
(Manager)
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Contributions and Preferred

Returns thereon Ratably to Company and
Members
3 Until $300,000 is paid 33.3% to Company

66.6% to Members

4 Until Return of Members accrued
and unpaid preferred returns 10% to Company
90% to Members
5 Until Members Capital
Contribution Returned 10% to Company
90% to Members
6 Until Return of Company's
Preferred Return 90% to Company
10% to Members
7 Until Return of Company's
Capital Contribution 90% to Company
10% to Members
Thereafter
8 Balance of distributable cash 50.1% to Company

49.9% to Members

(a) The initial capital contributions of the Members of San Jose Grill LLC
consisted of a capital contribution of $349,650 and a loan of $800,000.

(b) The initial capital contributions of the Members of Chicago - Grill on the
Alley LLC consisted of a capital contribution of $1,000 and a loan of
$1,699,000. $1,189,000 of the 1loan was converted to capital in 1999.
Distribution of capital as of June 29, 2003 includes $88,000 of capital and
preferred return and $22,000 of payment on the loan.

(c) The Company's preferred return with respect to the South Bay Daily Grill is
based on unrecovered capital contribution and accrued but unpaid management
fees.

13

5. STOCK-BASED COMPENSATION

The Company accounts for stock-based employee compensation arrangements in
accordance with provisions of Accounting Principles Board ("APB") Opinion No.
25, "Accounting for Stock Issued to Employees," and related interpretations, and
complies with the disclosure provisions of SFAS No. 123, "Accounting for
Stock-Based Compensation" as amended by SFAS No. 148. Under APB 25,
compensation expense 1is Dbased on the difference, if any, on the date of grant
between the fair value of the Company's stock and the amount an employee must
pay to acquire the stock. The Company accounts for stock and options to
non-employees at fair value in accordance with the provisions of SFAS No. 123
and the Emerging Issues Task Force Consensus on Issue No. 96-18.

The Company has adopted the disclosure-only provisions of SFAS No. 123 and
148, and will continue to use the intrinsic value-based method of accounting
prescribed by APB Opinion No. 25, "Accounting for Stock Issued to Employees."
Accordingly, no compensation expense has been recognized for the stock option
plans. Compensation expense for the Company's stock option plans determined

12
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based on the fair value at the grant date for awards in the six months of 2003
and 2002 would have decreased net income by $88,000 and $90,000, respectively on
a pro forma Dbasis.

2003 2002
Net income applicable to $540,000 $153,000
common stock
Net income applicable to $452,000 $ 63,000
common stock, pro forma
Net income per share
applicable to common stock, as
reported:
Basic $ 0.10 $ 0.03
Diluted $ 0.10 $ 0.03
Net income per share
applicable to common stock,
pro forma:
Basic $ 0.08 3 0.01
Diluted $ 0.08 3 0.01
6. PER SHARE DATA
Pursuant to SFAS No. 128, "Earnings Per Share," basic net income per share is

computed by dividing the net income attributable to common shareholders by the
weighted-average number of common shares outstanding during the period. Diluted
net 1income per share 1is computed by dividing the net income attributable to
common shareholders by the weighted-average number of common and common
equivalent shares outstanding during the period. Common share equivalents
included in the diluted computation represent shares issuable upon assumed
exercise of stock options, warrants and convertible preferred stocks using the
treasury stock method.

14

A reconciliation of earnings available to common stockholders and diluted
earnings available to common stockholders and the related weighted average
shares for the six and three-month periods ended June 29, 2003 and June 30, 2002
follow:

Six months 2003 2002
Earnings Shares Earnings S
Net income $ 565,000 $ 178,000
Less: preferred stock dividend (25,000) (25,000)

13
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FEarnings available for common stockholders 540,000 5,537,071 153,000 5,
Dilutive securities:
Stock options - - -
Warrants - 10,318 -

Dilutive earnings available to
common stockholders $ 540,000 5,547,389 $ 153,000 5,

For the six months ended June 29, 2003, 751,575 options, 1,732,786 warrants and
500 shares of convertible preferred stock were excluded from the calculation
because they were anti-dilutive. For the six months ended June30, 2002, 592,813
options, 2,107,786 warrants and 500 shares of convertible preferred stock were
excluded from the calculation Dbecause they were anti-dilutive.

Three months 2003 2002
Earnings Shares Earnings
Net income (loss) $ 218,000 $ (65,000)
Less: preferred stock dividend (12,000) (12,000)
FEarnings available for common stockholders 206,000 5,537,071 (77,000) 5
Dilutive securities:
Stock options - 2,564 -
Warrants - 23,735 -

Dilutive earnings available to
common stockholders $ 206,000 5,563,370 $ (77,000) 5

For the three months ended June 29, 2003, 679,275 options, 1,732,786 warrants
and 500 shares of convertible preferred stock were excluded from the calculation
because they were anti-dilutive. For the three months ended June 30, 2002,
675,113 options, 2,297,786 warrants and 500 shares of convertible preferred
stock were excluded from the calculation Dbecause they were anti-dilutive.

15

7. ADVANCE TO MANAGED OUTLET

On February 25, 2002 the Company began management of a San Francisco hotel-based
Daily Grill restaurant. The Company advanced approximately $287,000 to the
restaurant during the first six months of 2002, which will be reimbursed through
future operations.

In July 2002 the Company began management of a Daily Grill restaurant in the
Westin Galleria in Houston, Texas. The Company advanced approximately $64,000

14
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to the restaurant for initial working capital during 2002 that was repaid in May
2003.

8. ADDITIONAL INVESTMENT 1IN NON-CONSOLIDATED ENTITIY

In April 2003 the Company contributed an additional $30,000 to the Universal
CityWalk Jjoint venture. Although the management agreement for Universal Grill
Joint Venture requires the Company and the other member to make an interest free
loan to the joint venture of fifty percent of anticipated negative cash flows,
both members agreed to make this payment a capital contribution. A similar
contribution totaling $47,000 was made in April 2002.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following discussion and analysis should be read in conjunction with the
Company's financial statements and notes thereto included elsewhere in this Form
10-Q. Except for the historical information contained herein, the discussion in
this Form 10-Q contains certain forward looking statements that involve risks
and uncertainties, such as statements of the Company's plans, objectives,
expectations and intentions. The cautionary statements made in this Form 10-Q
should be read as Dbeing applicable to all related forward looking statements
wherever they appear in this Form 10-Q. The Company's actual results could
differ materially from those discussed here. For a discussion of certain
factors that could cause actual results to be materially different, refer to the
Company's Annual Report on Form 10-K for the year ended December 29, 2002.

RESULTS OF OPERATIONS

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

16

Three Months Ended S
June 29, June 30, June
2003 2002 20

Revenues: o o
Company restaurant sales 97.8 97.6 9

Management and license fees 2.2 2.4
Total operating revenues 100.0 100.0 10
Cost of sales 27.4 27.0 2
Gross profit 72.6 73.0 7

15
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Restaurant operating expense

Gain on disposal of assets

General and administrative expense
Depreciation and amortization
Preopening expenses

Total operating expenses

Operating income (loss)

Interest expense, net

Income (loss) before provision for income
taxes, minority interest and equity in loss of

joint venture

Provision for income taxes
Minority interest

Equity in loss of joint venture

Net income (loss)

17

The following table sets forth certain unaudited financial information and other
restaurant data relating to Company owned restaurants and Company managed and/or

licensed restaurants.

Daily Grill restaurants:
Company owned
Managed and/or licensed
Grill on the Alley restaurants:
Company owned
Pizza restaurants
Other restaurants
Managed and/or licensed

Total

59.8 62.5 5
- (0.7)
7.7 9.1
3.0 3.5
70.5 74 .4
2.1 (1.4)
(0.4) (0.5)
1.7 (1.9)
(0.2) 0.0
0.4 1.4
(0.1) (0.1)
1.8 (0.6)
Second Quarter Year-to-date Tc
Openings Openings End
FY 2003 FY 2002 FY 2003 FY 2002 FY 2
- (1) 1 (1)
- - - 1
- (1) - (1)
- (2) 1 (1)

16



Edgar Filing: GRILL CONCEPTS INC - Form 10-Q

Weighted average weekly sales
per company owned restaurant:

Daily
Grill
Pizza

Change in
Daily
Grill

Grill
on the Alley
restaurants

comparable restaurant (1):

Grill
on the Alley

Total Company revenues:

Daily
Grill
Pizza

Grill
on the Alley
restaurants

Management and license fees

Total consolidated revenues

Managed restaurants
Licensed restaurants
Less: management and license fees

Total system sales

Three Months Ended

June 29,
2003

$63,986
75,551

o O
oe

oe

$7,486,000
4,033,000

262,000

3,734,000
2,184,000
(262,000)

$6,230,000

June 30, June 29,
2002 2003
$56,231 $65,766

71,890 76,546
30,986 -
(5.7)% 6.6
(2.0)% 3.1

$15,225,000

3,739,000 7,961,000
93,000 -
246,000 517,000

3,267,000 7,035,000
1,801,000 4,479,000
(246,000) (517,000)

oe

oe

Six Months Ended

June 30,
2002

$58,5
74,2
31,0

(7
(5

$13,396,0
7,719,0
497, 0
468, 0

6,352,0
3,248,0
(468, 0
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