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PART I. FINANCIAL INFORMATION

Item 1.                        Financial Statements

IHOP CORP. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(In thousands, except share amounts)

 

September 30,
       2005       

 

December 31,
2004

 

(Unaudited)
 

Assets
Current assets

Cash and cash equivalents $ 28,084 $ 44,031
Marketable securities 12,471 14,504
Receivables, net 42,155 44,403
Reacquired franchises and equipment held for sale, net — 1,116
Inventories 859 148
Prepaid expenses 1,437 2,412

Total current assets 85,006 106,614
Long-term receivables 324,189 337,178
Property and equipment, net 317,212 326,848
Excess of costs over net assets acquired 10,767 10,767
Other assets 49,460 40,270

Total assets $ 786,634 $ 821,677
Liabilities and Stockholders’ Equity
Current liabilities

Current maturities of long-term debt $ 5,951 $ 5,844
Accounts payable 13,700 17,133
Accrued employee compensation and benefits 8,032 9,185
Other accrued expenses 12,309 11,366
Deferred income taxes 5,796 2,800
Capital lease obligations 4,388 4,025

Total current liabilities 50,176 50,353
Long-term debt, less current maturities 132,208 133,768
Deferred income taxes 60,019 65,185
Capital lease obligations 172,193 173,925
Other liabilities 65,785 58,682
Commitments and contingencies
Stockholders’ equity

Preferred stock, $1 par value, 10,000,000 shares authorized; none issued and outstanding — —
Common stock, $.01 par value, 40,000,000 shares authorized; September 30, 2005:

22,372,823 shares issued and 18,769,450 shares outstanding; December 31, 2004:
22,252,750 shares issued and 19,957,255 shares outstanding 224 223

Additional paid-in capital 117,681 112,897
Retained earnings 327,287 308,173
Deferred compensation (833) (23)
Accumulated other comprehensive loss (254) (401)
Treasury stock, at cost (3,603,373 shares and 2,295,495 shares at September 30, 2005 and

December 31, 2004, respectively) (137,852) (82,015)
Contribution to ESOP — 910

Total stockholders’ equity 306,253 339,764
Total liabilities and stockholders’ equity $ 786,634 $ 821,677

 

See the accompanying Notes to Consolidated Financial Statements.
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IHOP CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share amounts)
(Unaudited)

  

Three Months Ended
September 30,

Nine Months Ended
September 30,

  2005 2004 2005  2004
Revenues

Franchise revenues $ 43,292 $ 39,094 $ 124,076 $ 115,432
Rental income 33,239 32,447 99,083 97,244
Company restaurant sales 3,574 7,509 11,366 26,378
Financing revenues 11,197 7,493 25,508 25,517

Total revenues 91,302 86,543 260,033 264,571
Costs and Expenses

Franchise expenses 20,720 18,720 58,371 55,642
Rental expenses 24,633 24,057 73,649 71,182
Company restaurant expenses 3,559 8,031 12,153 28,929
Financing expenses 7,532 3,468 13,676 12,055
General and administrative expenses 14,881 15,734 42,958 43,414
Other expense, net 760 1,177 3,545 3,495
Impairment and closure charges 84 3,071 885 13,130

Total costs and expenses 72,169 74,258 205,237 227,847
Income before provision for income taxes 19,133 12,285 54,796 36,724
Provision for income taxes 7,161 4,612 20,820 13,775
Net income $ 11,972 $ 7,673 $ 33,976 $ 22,949
Net Income Per Share

Basic $ 0.62 $ 0.38 $ 1.73 $ 1.10
Diluted $ 0.62 $ 0.38 $ 1.71 $ 1.09

Weighted Average Shares Outstanding
Basic 19,224 20,153 19,660 20,839
Diluted 19,394 20,318 19,858 21,021

Dividends Declared Per Share $ 0.25 $ 0.25 $ 0.75 $ 0.75
Dividends Paid Per Share $ 0.25 $ 0.25 $ 0.75 $ 0.75

 

See the accompanying Notes to Consolidated Financial Statements.
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IHOP CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

  

Nine Months Ended
September 30,

  2005 2004
Cash flows from operating activities
Net income $ 33,976 $ 22,949

Adjustments to reconcile net income to cash flows provided by operating activities
Depreciation and amortization 14,960 13,867
Impairment and closure charges 885 13,130
Deferred income taxes (2,170) (4,034)
Contribution to ESOP — 840
Tax benefit from stock options exercised 837 1,133
Changes in operating assets and liabilities

Receivables 1,855 1,725
Inventories (711) 307
Prepaid expenses 975 3,015
Accounts payable (3,433) (4,286)
Accrued employee compensation and benefits (1,153) (2,751)
Other accrued expenses 943 6,768
Other (1,531) (824)

Cash flows provided by operating activities 45,433 51,839
Cash flows from investing activities

Additions to property and equipment (3,476) (11,601)
Additions to long-term receivables (305) (524)
Redemption of marketable securities 2,033 16,955
Proceeds from sale of land and building 890 1,472
Principal receipts from notes and equipment contracts receivable 14,387 15,870
Additions to reacquired franchises and equipment held for sale (1,871) (560)

Cash flows provided by investing activities 11,658 21,612
Cash flows from financing activities

Repayment of long-term debt (1,453) (1,377)
Principal payments on capital lease obligations (2,890) (2,275)
Dividends paid (14,862) (15,748)
Purchase of treasury stock (56,417) (57,677)
Proceeds from stock options exercised 2,584 3,402

Cash flows used in financing activities (73,038) (73,675)
Net change in cash and cash equivalents (15,947) (224)
Cash and cash equivalents at beginning of period 44,031 27,996
Cash and cash equivalents at end of period $ 28,084 $ 27,772

Supplemental disclosures
Interest paid (net of amounts capitalized of $175 in 2004) $ 20,800 $ 19,054
Income taxes paid 24,035 13,732
Capital lease obligations incurred 1,508 —

 

See the accompanying Notes to Consolidated Financial Statements.
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IHOP CORP. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.    General:   The accompanying unaudited consolidated financial statements of IHOP Corp. (the “Company”) have been prepared in accordance with
U. S. generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by U. S. generally accepted accounting principles for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been
included. Operating results for the three and nine month periods ended September 30, 2005 are not necessarily indicative of the results that may be expected
for the year ending December 31, 2005.

The consolidated balance sheet at December 31, 2004 has been derived from the audited consolidated financial statements at that date but does not
include all of the information and footnotes required by U. S. generally accepted accounting principles for complete financial statements.

For further information, refer to the consolidated financial statements and footnotes thereto included in IHOP’s annual report on Form 10-K for the year
ended December 31, 2004.

2.    Reclassifications:   Certain reclassifications have been made to prior period information to conform to the current period presentation.

3.    Presentation:   IHOP’s fiscal quarter ends on the Sunday closest to the last day of each quarter. For convenience, we report all fiscal quarter endings
on March 31, June 30, September 30 and December 31.

4.    Segments:   Our revenues and expenses are recorded in four categories: franchise operations, rental operations, company restaurant operations and
financing operations.

Franchise operations revenue consists primarily of royalty revenues, sales of proprietary products, advertising fees and the portion of franchise fees
allocated to the Company’s intellectual property. Franchise operations expenses include advertising expense, the cost of proprietary products and other
franchise related costs.

Rental operations revenue includes revenue from operating leases and interest income from direct financing leases. Rental operations expenses are costs
of operating leases and interest expense on capital leases on franchisee-operated restaurants. The Company is a tenant under 785 leases and owns 61
properties which are in turn subleased to franchisees. For further information, refer to the consolidated financial statements and footnotes thereto included in
IHOP’s annual report on Form 10-K for the year ended December 31, 2004.

Company restaurant sales are retail sales at Company-operated restaurants. Company restaurant expenses are operating expenses at Company-operated
restaurants and include food, labor and benefits, utilities, rent and other restaurant operating costs.

Financing operations revenue consists of the portion of franchise fees not allocated to the Company’s intellectual property, sales of equipment as well as
interest income from the financing of franchise fees and equipment leases. Financing operations expenses are primarily the cost of restaurant equipment and
interest expense not associated with capital leases. For further information, refer to the consolidated financial statements and footnotes thereto included in
IHOP’s annual report on Form 10-K for the year ended December 31, 2004.
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Information on segments and a reconciliation to income before income taxes are as follows:

 

Franchise
Operations

Rental
Operations

Company
Restaurant
Operations

Financing
Operations

General and
Administrative

and Other
Consolidated

Total  

 (In thousands)  

Three Months Ended September 30, 2005
Revenues from external customers $ 43,292 $ 33,239 $ 3,574 $ 11,197 $ — $ 91,302
Intercompany real estate charges — 5,095 84 — (5,179) —
Depreciation and amortization — 1,621 65 — 3,364 5,050
Interest expense — 5,334 38 2,055 — 7,427
Impairment and closure charges — — 84 — — 84
Provision for income taxes — — — — 7,161 7,161
Income (loss) before provision for income taxes 22,572 4,681 (44) 3,665 (11,741) 19,133
Three Months Ended September 30, 2004
Revenues from external customers $ 39,094 $ 32,447 $ 7,509 $ 7,493 $ — $ 86,543
Intercompany real estate charges — 4,977 85 — (5,062) —
Depreciation and amortization — 1,402 189 — 2,944 4,535
Interest expense — 4,632 174 2,049 — 6,855
Impairment and closure charges — — 3,071 — — 3,071
Provision for income taxes — — — — 4,612 4,612
Income (loss) before provision for income taxes 20,374 4,574 (601) 4,025 (16,087) 12,285
Nine Months Ended September 30, 2005
Revenues from external customers $ 124,076 $ 99,083 $ 11,366 $ 25,508 $ — $ 260,033
Intercompany real estate charges — 15,325 215 — (15,540) —
Depreciation and amortization — 4,877 189 — 9,894 14,960
Interest expense — 16,165 167 6,110 — 22,442
Impairment and closure charges — — 885 — — 885
Provision for income taxes — — — — 20,820 20,820
Income (loss) before provision for income taxes 65,705 13,632 (943) 11,832 (35,430) 54,796
Nine Months Ended September 30, 2004
Revenues from external customers $ 115,432 $ 97,244 $ 26,378 $ 25,517 $ — $ 264,571
Intercompany real estate charges — 14,874 380 — (15,254) —
Depreciation and amortization — 4,186 1,069 — 8,612 13,867
Interest expense — 13,855 680 6,022 — 20,557
Impairment and closure charges — — 13,130 — — 13,130
Provision for income taxes — — — — 13,775 13,775
Income (loss) before provision for income taxes 59,790 14,620 (2,898) 13,462 (48,250) 36,724
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The following table reconciles internal segment profit (loss) to external segment profit (loss):

 

Franchise
Operations

Rental
Operations

Company
Restaurant
Operations

Financing
Operations  

 (In thousands)  

Three Months Ended September 30, 2005
Internal segment profit (loss) $22,572 $ 4,681 $ (44) $ 3,665
Elimination of intercompany real estate charges — 5,095 84 —
Allocated depreciation charges — (1,170) (25) —

Income before provision for income taxes $22,572 $ 8,606 $ 15 $ 3,665
Three Months Ended September 30, 2004
Internal segment profit (loss) $20,374 $ 4,574 $ (601) $ 4,025
Elimination of intercompany real estate charges — 4,977 85 —
Allocated depreciation charges — (1,161) (6) —

Income (loss) before provision for income taxes $20,374 $ 8,390 $ (522) $ 4,025
Nine Months Ended September 30, 2005
Internal segment profit (loss) $65,705 $13,632 $ (943) $11,832
Elimination of intercompany real estate charges — 15,325 215 —
Allocated depreciation charges — (3,523) (59) —

Income (loss) before provision for income taxes $65,705 $25,434 $ (787) $11,832
Nine Months Ended September 30, 2004
Internal segment profit (loss) $59,790 $14,620 $ (2,898) $13,462
Elimination of intercompany real estate charges — 14,874 380 —
Allocated depreciation charges — (3,432) (33) —

Income (loss) before provision for income taxes $59,790 $26,062 $ (2,551) $13,462
 

5.    Stock Based Employee Compensation:   In accordance with the provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” we
have elected to account for our stock-based employee compensation plans under the intrinsic value method which requires compensation expense to be
recorded only if, on the date of grant, the current market price of the Company’s common stock exceeds the exercise price the employee must pay for the
stock. The Company’s policy is to grant stock options at the fair market value of the underlying stock at the date of grant. Had compensation expense for our
stock option plans been determined based on the fair value at the grant date for awards through September 30, 2005, consistent with the provisions of SFAS
No. 123, our after-tax net income and after-tax net income per share would have been reduced to the pro forma amounts indicated below (in thousands, except
net income per share data):

Three Months Ended
September 30

Nine Months Ended
September 30

2005 2004 2005 2004
Net income, as reported $11,972 $7,673 $33,976 $22,949
Add stock-based compensation expense included in reported net

income, net of tax — 26 14 81
Less stock-based compensation expense determined under the fair-

value accounting method, net of tax (457) (461) (1,321) (1,322)
Net income, pro forma $11,515 $7,238 $32,669 $21,708
Net income per share—basic, as reported $ 0.62 $ 0.38 $ 1.73 $ 1.10
Net income per share—basic, pro forma $ 0.60 $ 0.36 $ 1.66 $ 1.04
Net income per share—diluted, as reported $ 0.62 $ 0.38 $ 1.71 $ 1.09
Net income per share—diluted, pro forma $ 0.59 $ 0.36 $ 1.65 $ 1.03
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6.    Income Taxes:   In 2004, the Internal Revenue Service (“IRS”) proposed adjustments in connection with its examination of the Company’s 2000
and 2001 federal income tax returns. The proposed adjustments would accelerate the tax years in which the Company reports initial franchise fee income for
federal income tax purposes. If the IRS is successful, the Company would be required to report additional income for its 2000 tax year of approximately $45.2
million and additional income for its 2001 tax year of approximately $4.8 million. The Company’s federal income tax liability with respect to the proposed
adjustments, exclusive of interest, penalties and any related state tax liability would be approximately $15.8 million for 2000 and $1.7 million for 2001. The
Company is currently contesting the proposed adjustments through IRS administrative proceedings.

In April 2005, the IRS proposed a similar adjustment in connection with its examination of the Company’s 2002 federal income tax return. The proposed
adjustment would accelerate the tax years in which the Company reports initial franchise fee income for federal tax purposes. If the IRS is successful, the
Company would be required to report additional income for its 2002 tax year of approximately $4.2 million. The Company’s federal income tax liability
with respect to the proposed adjustment, exclusive of interest, penalties and any related state tax liability would be approximately $1.5 million for 2002.

In June 2005, the IRS proposed a similar adjustment in connection with the Company’s 2003 federal income tax return. The proposed adjustment, if
upheld, would accelerate the Company’s 2003 tax year franchise fee income by approximately $1.3 million. The related federal income tax liability would be
$0.5 million.

For the tax years under audit, and potentially for subsequent tax years, such proposed adjustments could result in material cash payments by the
Company. These cash payments aggregated are approximately $19.5 million exclusive of interest, penalties, and any state income tax liability. The
Company has previously recorded in its consolidated financial statements the expected federal and state deferred income tax liability. The proposed
adjustments relate only to the timing of when the taxes are paid. Although the Company cannot determine at this time the resolution of this matter, we do not
believe that the proposed adjustments, if upheld, will have a material adverse effect on our financial condition or results of operations.

In addition, the Company has recorded contingency reserves for interest and any related state tax liabilities for the tax years under audit. As of
September 30, 2005, the Company believes these tax contingency reserve estimates are adequate to cover interest and any related state tax liabilities for the
years 2000, 2001, 2002 and 2003. However, inherent uncertainties exist in estimates of tax contingencies. Therefore, higher actual interest and any related
state tax liabilities paid by the Company could adversely affect our reported results.

7.    New Accounting Pronouncements:   On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 123
(revised 2004), Share-Based Payment, which is a revision of FASB Statement No. 123, Accounting for Stock-Based Compensation. Statement
123(R) supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees, and amends FASB Statement No. 95, Statement of Cash Flows.
Generally, the approach in Statement 123(R) is similar to the approach described in Statement 123. However, Statement 123(R) requires all share-based
payments to employees, including grants of employee stock options, to be recognized in the income statement based on their fair values. Pro forma disclosure
is no longer an alternative. On April 14, 2005, the Securities and Exchange Commission adopted a new rule that amends the compliance dates for Statement
123(R). Under the new rule, the Company is required to adopt Statement 123(R) in the first quarter of 2006.
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As permitted by Statement 123, the Company currently accounts for share-based payments to employees using Opinion 25’s intrinsic value method and,
as such, generally recognizes no compensation cost for employee stock options. Accordingly, the effect of adoption of Statement 123(R) cannot be predicted
at this time because it will depend on levels of share-based payments granted in the future. However, had we adopted Statement 123(R) in prior periods, the
impact of that standard would have approximated the impact of Statement 123 as described in the disclosure of pro forma net income and earnings per share
in Note 5 to our Consolidated Financial Statements. Statement 123(R) also requires the benefits of tax deductions in excess of recognized compensation cost
to be reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This requirement will reduce net operating
cash flows and increase net financing cash flows in periods after adoption. While the Company cannot determine what the exact amounts will be in the future,
because they depend on, among other things, when employees exercise stock options, the amount of operating cash flows recognized in prior periods for such
excess tax deductions were $0.8 million, and $1.1 million for the nine months ended September 30, 2005 and 2004, respectively.

In October 2005, the FASB issued Staff Position FAS 13-1, “Accounting for Rental Costs Incurred during a Construction Period,” which  requires rental
costs associated with ground or building operating leases that are incurred during a construction period to be recognized as rental expense. This Staff
Position is effective for reporting periods beginning after December 15, 2005, and retrospective application is permitted but not required. The Company
currently capitalizes rent incurred during the tenant construction phase. The Company plans to adopt this Staff Position in January 2006 and does not believe
it will have a material adverse effect on our financial condition or results of operations.
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Item 2.                        Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Restaurant Data

The following table sets forth, for the current year and prior year, the number of effective restaurants in the IHOP system, and information regarding the
percentage change in sales at those restaurants compared to the same period in the prior year. “Effective restaurants” are the number of restaurants in a given
period, adjusted to account for restaurants open for only a portion of the period. Information is presented for all effective restaurants in the IHOP system,
which includes IHOP restaurants owned by the Company, as well as those owned by franchisees and area licensees. Sales of restaurants that are owned by
franchisees and area licensees are not attributable to the Company. However, we believe that presentation of this information is useful in analyzing our
revenues because franchisees and area licensees pay us royalties that are generally based on a percentage of their sales, as well as rental payments under leases
that generally include a component that is based on a percentage of their sales. Management also uses this information to make decisions about future plans
for the development of additional restaurants as well as evaluation of current operations.

 

Three Months Ended
September 30,

 

Nine Months Ended
September 30,

 

      2005      
 

      2004      
 

      2005      
 

      2004      
Restaurant Data

Effective restaurants(a)
Franchise 1,048 992 1,042 986
Company 7 27 8 33
Area license 151 146 150 145

Total 1,206 1,165 1,200 1,164
System-wide(b)

Sales percentage change(c) 9.6% 8.3% 6.7% 9.7%
Same-store sales percentage change(d) 4.5% 5.3% 2.1% 5.6%

Franchise
Sales percentage change(c) 10.5% 11.6% 7.6% 12.9%
Same-store sales percentage change(d) 4.5% 5.2% 2.1% 5.5%

Company
Sales percentage change(c) (52.4)% (62.1)% (56.9)% (56.6)%

Area License
Sales percentage change(c) 12.4% 12.7% 11.3% 13.8%

(a)           “Effective restaurants” are the number of restaurants in a given fiscal period adjusted to account for restaurants open for only a portion of the period.
Information is presented for all effective restaurants in the IHOP system, which includes IHOP restaurants owned by the Company as well as those owned
by franchisees and area licensees.

(b)          System-wide sales are retail sales of IHOP restaurants operated by franchisees, area licensees and the Company, as reported to the Company. Franchise
restaurant sales were $460.1 million and $1,331.2 million for the third quarter and first nine months of 2005, respectively, and sales at area license
restaurants were $47.1 million and $143.7 million for the third quarter and first nine months of 2005, respectively. Sales of restaurants that are owned by
franchisees and area licensees are not attributable to the Company.

(c)           “Sales percentage change” reflects, for each category of restaurants, the percentage change in sales in any given fiscal period compared to the prior fiscal
period for all restaurants in that category.

(d)          “Same-store sales percentage change” reflects the percentage change in sales, in any given fiscal period compared to the prior fiscal period, for
restaurants that have been operated throughout both fiscal periods that are being compared and have been open for at least 18 months. Because of new
unit openings and store closures, the restaurants open throughout both fiscal periods being compared will be different from period to period. Same-store
sales percentage change does not include data on restaurants located in Florida.

11



The following table summarizes our restaurant development and franchising activity:

 

Three Months Ended
September 30,

Nine Months Ended
September 30,

 

     2005          2004          2005          2004     
 

(Unaudited) (Unaudited)
Restaurant Development Activity
Beginning of period 1,207 1,167 1,186 1,165

New openings
Company-developed — — 2 3
Franchisee-developed 12 11 34 18
Area license 1 1 4 4

Total new openings 13 12 40 25
Closings

Company and franchise (2) (11) (8) (22)
Area license — — — —

End of period 1,218 1,168 1,218 1,168
Summary-end of period
Franchise 1,062 1,001 1,062 1,001
Company 4 21 4 21
Area license 152 146 152 146

Total 1,218 1,168 1,218 1,168
Restaurant Franchising Activity
Company-developed — 2 3 6
Franchisee-developed 12 11 34 18
Rehabilitated and refranchised 13 5 18 16

Total restaurants franchised 25 18 55 40
Reacquired by the Company (6) (3) (14) (6)
Closed (2) (4) (7) (12)

Net addition 17 11 34 22
 

Forward-Looking Statements

The following discussion and analysis provides information we believe is relevant to an assessment and understanding of our consolidated results of
operations and financial condition. The discussion should be read in conjunction with the consolidated financial statements and notes thereto. Certain
forward-looking statements are contained in this report. They use such words as “may,” “will,” “expect,” “believe,” “plan,” or other similar terminology.
These statements involve known and unknown risks, uncertainties and other factors that may cause the actual results to be materially different than those
expressed or implied in such statements. These factors include, but are not limited to: risks associated with the implementation of the Company’s strategic
growth plan; the availability of suitable locations and terms for the sites designated for development; the ability of franchise developers to fulfill their
commitments to build new IHOP restaurants in the numbers and time frames covered by their development agreements; the ability of the Company to
franchise its remaining Company-operated restaurants; legislation and government regulation, including the ability to obtain satisfactory regulatory
approvals; conditions beyond the Company’s control such as weather, natural disasters or acts of war or terrorism; availability and cost of materials and labor;
cost and availability of capital; competition; continuing acceptance of the International House of Pancakes brand and concept by guests and franchisees; the
Company’s overall marketing, operational and financial performance; economic and political conditions; adoption of new, or changes in, accounting
policies and practices and other factors discussed from time to time in the Company’s press releases, public statements and/or filings with the Securities and
Exchange Commission.
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Forward-looking information is provided by us pursuant to the safe harbor established under the Private Securities Litigation Reform Act of 1995 and should
be evaluated in the context of these factors. In addition, the Company disclaims any intent or obligation to update these forward-looking statements.

This information should be read in conjunction with the consolidated financial statements and the notes thereto included in Item 1 of Part I of this
Quarterly Report and the audited consolidated financial statements and notes thereto and Management’s Discussion and Analysis of Financial Condition and
Results of Operations contained in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2004.

General

Our approach to franchising is similar to that of most franchising systems in the foodservice industry. Franchisees can undertake individual store
development or multi-store development. Under the single store development program, the franchisee is required to pay a non-refundable location fee of
$15,000. If the proposed site is approved for development, the location fee of $15,000 is credited against an initial franchise fee of $50,000. The franchisee
then uses his or her capital and financial resources to acquire the site, build and equip the business and fund working capital needs.

In addition to offering franchises for individual restaurants, the Company offers multi-store development agreements for certain qualified franchisees.
These multi-store development agreements provide franchisees with an exclusive right to develop new IHOP restaurants in designated geographic territories
for a specified period of time. Multi-store developers are required to develop and operate a specified number of restaurants according to an agreed upon
development schedule. Multi-store developers are required to pay a development fee of $20,000 for each restaurant to be developed under a multi-store
development agreement. Additionally, for each store which is actually developed, the franchise developer must pay an initial franchise fee of $40,000 against
which the development fee of $20,000 is credited. The number of stores and the schedule of stores to be developed under multi-store development
agreements are negotiated on an individual basis. With respect to restaurants developed, the Company receives continuing revenues from the franchisee as
follows: (1) a royalty equal to 4.5% of the restaurant’s sales; (2) revenue from the sale of certain proprietary products, primarily pancake mixes; (3) a local
advertising fee equal to about 2% of the restaurant’s sales, which is usually paid to a local advertising cooperative; and (4) a national advertising fee equal to
1% of the restaurant’s sales.

The following table represents our development commitments including options as of September 30, 2005.

  

Scheduled Opening of Restaurants

 

      Number of Signed      
Agreements at 9/30/05

Remainder of 
2005 2006 2007

2008 and
thereafter   Total  

Single-store development agreements 21 12 9 — — 21
Multi-store development agreements 60 22 49 52 233 356

81 34 58 52 233 377
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Comparison of the third quarter and nine months ended September 30, 2005 and 2004

Overview

Our results for the third quarter and first nine months of 2005 were impacted by an increase in franchise operations profit, due to higher revenues
associated with franchise restaurant retail sales and additional fees from franchising activity. In addition, general and administrative expenses decreased for
the third quarter and first nine months of 2005. A comparison of our financial results for the third quarter and first nine months of 2005 to those in 2004
included:

·        An increase in net income of $4.3 million or 56.0% in the third quarter and an increase of $11.0 million or 48.1% in net income for the first nine
months of 2005;

·        Excluding pre-tax impairment and closure charges of $3.1 million in the third quarter of 2004 and $13.1 million in the first nine months of 2004, net
income increased by 25.4% to $12.0 million in the third quarter of 2005 and increased by 11.9% to $34.5 million in the first nine months of 2005;

·        An increase in franchise operations profit of $2.2 million or 10.8% in the third quarter and $5.9 million or 9.9% in the first nine months of 2005; and

·        A decrease in general and administrative expenses for the third quarter of 2005 of $0.9 million or 5.4% and a decrease of $0.5 million or 1.1% in the
first nine months of 2005.

Franchise Operations

Franchise revenues consist primarily of royalty revenues, sales of proprietary products, advertising fees and the portion of the franchise fees allocated to
the Company’s intellectual property. Franchise expenses include advertising expenses, the cost of proprietary products and other franchise related expenses.
Key factors which can be used in evaluating and understanding our franchise operations segment include:

·        Franchise retail sales; and

·        Number of restaurants franchised.

Franchise operations profit, which is franchise revenues less franchise expenses, increased by $2.2 million or 10.8% in the third quarter of 2005 and by
$5.9 million or 9.9% in the first nine months of 2005 compared to the same periods in 2004. The increase in franchise operations profit was due to the
changes in franchise revenues and expenses discussed below.

Franchise restaurant retail sales are sales recorded at restaurants that are owned by franchisees and area licensees and are not attributable to the Company.
Franchise restaurant retail sales are useful in analyzing our franchise revenues because franchisees and area licensees pay us royalties and other fees that are
generally based on a percentage of their sales.

Franchise revenues grew by $4.2 million or 10.7% in the third quarter of 2005 and by $8.6 million or 7.5% in the first nine months of 2005 compared to
the same periods in 2004. Franchise revenues grew primarily due to an increase in franchise restaurant retail sales of 10.5% in the third quarter of 2005 and an
increase of 7.6% in the first nine months of 2005. The increase in franchise restaurant retail sales was primarily attributable to the following:

·        Effective franchise restaurants increased by 5.6% in the third quarter of 2005 and by 5.7% in the first nine months of 2005; and

·        Same-store sales for franchise restaurants increased by 4.5% in the third quarter of 2005 and by 2.1% in the first nine months of 2005.
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“Effective restaurants” are the number of restaurants in a given fiscal period adjusted to account for restaurants open for only a portion of the period.
Effective restaurants increased by 56 or 5.6% in the third quarter of  2005 and by 56 or 5.7% in the first nine months of 2005 due to new restaurant openings
in 2005, the annualized effect of new restaurant development in 2004 and the refranchising of Company-owned restaurants in 2004 and 2005. The increase in
same-store sales of 4.5% and 2.1% in the third quarter and first nine months of 2005, respectively, was primarily attributable to the positive guest response to
our limited time product promotions in the third quarter of 2005.

Franchise expenses increased by $2.0 million or 10.7% in the third quarter of 2005 and increased by $2.7 million or 4.9% in the first nine months of
2005 compared to the same periods in 2004. Franchise expenses such as advertising and the cost of proprietary products are related to franchise restaurant
retail sales.

Rental Operations
Rental income includes revenue from operating leases and interest income from direct financing leases. Rental expenses are costs of operating leases and

interest expense on capital leases on franchisee-operated restaurants. The number of operating leases is the key factor which can be used in evaluating and
understanding our rental operations segment.

Rental operations profit, which is rental income less rental expenses, increased by $0.2 million or 2.6% in the third quarter of 2005 and decreased by
$0.6 million or 2.4% in the first nine months of 2005 compared to the same periods in 2004. The changes were impacted primarily by the changes in rental
income and expenses discussed below.

Rental income increased by $0.8 million or 2.4% in the third quarter of 2005 and by $1.8 million or 1.9% in the first nine months of 2005 compared to
the same periods in 2004. The increase in the third quarter of 2005 was primarily due to the strong same-store sales performance for the quarter since a
significant number of our lease agreements are tied to sales performance. In addition, rental income in the third quarter and first nine months of 2005 was
impacted by an increase in the number of effective operating subleases associated with recently refranchised restaurants. The number of effective operating
subleases increased by 3.7% to 583 in the third quarter of 2005 compared to 562 in the same period in 2004. In the first nine months of 2005 the number of
effective operating subleases increased by 4.5% to 584 compared to 559 in the first nine months of 2004. Effective capital subleases decreased slightly to
210 in the third quarter of 2005 compared to 217 in the third quarter of 2004.

Rental expenses increased by $0.6 million or 2.4% in the third quarter of 2005 and by $2.5 million or 3.5% in the first nine months of 2005 compared to
the same periods in 2004. This increase in rental expenses was primarily due to an increase in rental costs associated with an increase in the number of
effective operating leases. Effective prime operating leases increased by 2.6% to 513 in the third quarter of 2005 from 500 in the third quarter of 2004, and
increased by 2.8% to 515 in the first nine months of 2005 from 501 in the first nine months of 2004. The increase in effective prime operating leases was a
result of restaurants opened in 2004 as well as refranchised restaurants in 2004 and 2005. In addition, rental expenses increased more than rental revenue in
the first nine months of  2005 due to an increase in the number of effective leases and due to rent concessions that we extended over the intial periods of the
leases on some refranchised restaurants. Effective prime capital leases increased to 294 in the third quarter of 2005 compared to 285 in the third quarter of
2004 and increased to 293 in the first nine months of 2005 compared to 283 in the same period in 2004.

Company Restaurant Operations
Company restaurant operations is comprised of two separate categories; restaurants in our dedicated Company-operations market of Cincinnati, Ohio

and restaurants remaining from our Old Business Model,
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where the Company developed and financed restaurants. All the restaurants remaining from our Old Business Model were refranchised in the third quarter of
2005.

Company restaurant sales are retail sales at Company-operated restaurants. Company restaurant expenses are operating expenses at Company-operated
restaurants and include food, labor and benefits, utilities, rent and other restaurant operating costs. Key factors which can be used in evaluating and
understanding our Company operations segment include:

·        Change in effective Company-operated restaurants;

·        Labor and benefits costs; and

·        Food costs.
Company restaurant operations profit/(loss) is Company restaurant sales less Company restaurant expenses. Company restaurant operations had a profit

in the third quarter of 2005 of $15,000 compared to a loss of $0.5 million in the third quarter of 2004. Company restaurant operations loss was $0.8 million in
the first nine months of 2005 or 69.1% less than the loss of $2.6 million in the first nine months of 2004. The improvement in Company operations
profit/(loss) in the third quarter and first nine months of 2005 was driven primarily by the decrease in effective Company-operated restaurants. Effective
Company-operated restaurants decreased by 74.1% and 75.8% in the third quarter and first nine months of 2005, respectively. This was due to the
refranchising and closure of Company-operated restaurants as a result of our strategic repositioning. In addition, Company-operations profit in the second
and third quarters of 2005 were impacted by improved labor and food cost management in our dedicated Company-operations market in Cincinnati, Ohio.

Financing Operations
Financing revenues consist of development and financing fees (which is the portion of franchise fees, under our Old Model, not allocated to the

Company’s intellectual property), sales of equipment as well as interest income from the financing of franchise fees and equipment leases. Financing
expenses are primarily the cost of restaurant equipment and interest expense not associated with capital leases. Key factors which can be used in evaluating
and understanding our financing operations segment include:

·        Changes in franchise and equipment notes; and

·        Development and financing fees of franchise restaurants, which are based on the number and the average price of Company-developed restaurants
franchised.

Financing operations profit, which is financing revenues less financing expenses, decreased by $0.4 million or 8.9% in the third quarter of 2005 and
decreased by $1.6 million or 12.1% in the first nine months of 2005 compared to the same periods in 2004. The decrease in financing operations profit was
primarily due to the decrease in franchise and equipment note interest as a result of declining long-term note balances.

Financing revenues increased by $3.7 million or 49.4% in the third quarter of 2005 and remained essentially flat in the first nine months of 2005
compared to the same periods in the prior year. The increase in revenues in the third quarter of 2005 was primarily due to the increase in financing and
development fees associated with an increase in the number of Company-developed and rehabilitated and refranchised restaurants to 13 in the third quarter of
2005 compared to five in the third quarter of 2004. In the first nine months of 2005, there were 18 Company-developed and rehabilitated and refranchised
restaurants compared to 16 in the first nine months of 2004. Financing revenues remained essentially flat in the first nine months of 2005 as a result of the
decrease in franchise and equipment note interest due to the expected reduction in franchise fee note balances, which was offset by the increase in financing
and development fees in the third quarter of 2005.
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Financing expenses increased by $4.1 million or 117.2% in the third quarter of 2005 and by $1.6 million or 13.4% in the first nine months of 2005
compared to the same periods in 2004. This is primarily due to an increase in equipment costs associated with the increased number of Company-developed
and rehabilitated and refranchised restaurants. In addition, financing expenses were impacted by increased interest expense associated with our conventional
debt.

General and Administrative Expenses
General and administrative expenses decreased by $0.9 million or 5.4% in the third quarter of 2005, and decreased by $0.5 million or 1.1% in the first

nine months of 2005 compared to the same periods in the prior year. The decrease in general and administrative expenses in the third quarter and first nine
months of 2005 were primarily due to the following:

·        Decreased travel and conference expenses;

·        Decreased management consulting expenses; and

·        Decreased recruiting and relocation expenses.
The decrease in general and administrative expenses in the first nine months of 2005 were partially offset by increased depreciation and amortization

expenses associated with information technology investments and increased expenses related to our Performance Share Plans for Executive Management.
The increased expenses related to our Performance Share Plans were due to the addition of a second cycle of performance share awards in 2005.

Impairment and Closure Charges
Impairment and closure charges decreased by $3.0 million or 97.3% in the third quarter of 2005, and decreased by $12.2 million or 93.3% in the first

nine months of 2005 compared to the same periods in the prior year. Impairment and closure charges in the third quarter and first nine months of 2004 were
primarily for the impairment of long-lived assets on 14 restaurants.  The decision to close or impair the restaurants was a result of a comprehensive analysis
that examined restaurants not meeting minimum return on investment thresholds and certain other operating performance criteria and represented a change in
strategy from prior practices. The assets for these restaurants were written down to their estimated fair value.

Provision for Income Taxes
Our effective tax rate for the third quarter 2005 was 37.4% and 38.0 % for the first nine months of 2005 compared to 37.5% for the third quarter and first

nine months of 2004. In the first and second quarters of 2005, the Company’s effective annual tax rate was 38.3%. In the third quarter of 2005 the Company
adjusted its effective annual tax rate to reflect its new estimated annual tax rate of 38.0%.

Liquidity and Capital Resources
Our cash from operations and principal receipts from notes and equipment contracts receivable are the sources of cash that allow us to pursue our capital

investment strategies and to return cash to our stockholders. Accordingly, we have established certain well-defined priorities for our cash flow:

·        Repurchase our common stock in order to return excess capital to our stockholders and provide further capital return to our stockholders through
dividends, which we began paying in fiscal 2003;

·        Invest in new assets related to the development of our Company operations market in Cincinnati, Ohio as part of our renewed focus on operational
excellence by developing operations initiatives and training programs; and

·        Invest in information technology which includes supporting Point of Sales systems in our franchise restaurants and improving franchisee relations
and support at the Restaurant Support Center.
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Sources and Uses of Cash
Our primary sources of liquidity are cash provided by operating activities, the redemption of investment securities and principal receipts from notes and

equipment contracts receivable from our franchisees. Principal uses of cash are common stock repurchases, payments of dividends, capital investment, and
payments on debt.

Cash provided by operating activities is primarily driven by revenues earned and collected from our franchisees. Franchise revenues are royalties and
other fees which fluctuate with increases or decreases in franchise retail sales. Franchise retail sales are impacted by the development of IHOP restaurants by
our franchisees and by fluctuations in same-store sales.

Cash provided by operating activities decreased to $45.4 million in the first nine months of 2005 from $51.8 million in the same period in 2004. The
decrease was primarily due to a cash flow adjustment for $13.1 million in non-cash pre-tax impairment and closure charges taken in the first nine months of
2004. In addition, the Company recognized a one-time cash benefit in the first quarter of 2004 from taxes prepaid in the fourth quarter of 2003, which we did
not benefit from this year.

As an additional source of liquidity, we have a $25.0 million revolving line of credit which expires in May 2008. Borrowings under the revolving line of
credit bear interest at the bank’s reference (prime) rate or, at our option, at the bank’s quoted rate or at a Eurodollar rate. There was no balance outstanding
under this agreement at September 30, 2005 nor were there any borrowings under the agreement during the year.

Share Repurchases and Dividends
On September 20, 2005, our Board of Directors approved a 1.0 million share increase in the Company’s total share repurchase authorization. The

Company repurchased approximately 1.3 million shares of common stock for $56.4 million in the first nine months of 2005 under our stock repurchase
program. As of September 30, 2005, we were authorized to repurchase up to an additional 0.9 million shares under our stock repurchase program.

In 2003, the Company began paying a quarterly cash dividend of $0.25 per share of common stock. The Company has paid regular quarterly dividends
of $0.25 per common share since May 2003. On October 11, 2005, the Company declared a quarterly cash dividend of $0.25 per common share payable on
November 22, 2005, to stockholders of record as of November 1, 2005. Future dividends will be considered after reviewing returns to stockholders,
profitability expectations and financing needs. Future dividends will be declared at the discretion of the Board of Directors.

Capital Investment
As a result of the Company strategically shifting its focus from the Old Business Model, where the Company developed and financed restaurants, to the

New Business Model, where franchisees develop and finance restaurants, the Company significantly reduced capital expenditures related to restaurant
openings.

Capital expenditures were reduced to $3.5 million in the first nine months of 2005 from $11.6 million in the first nine months of 2004, as a result of the
Company’s business model change. In the first nine months of 2004 the Company was in the process of completing investment in restaurant development
under the Old Business Model. As of September 30, 2005, this process was completed.

In 2005, the Company expects to develop two to four restaurants in our Company operations market in Cincinnati, Ohio. The total capital expenditures
associated with the development of these restaurants, our investment in information technology, and other miscellaneous capital expenditures are expected
to be approximately $9.0 million to $11.0 million.
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Income Taxes
In 2004, the Internal Revenue Service (“IRS”) proposed adjustments in connection with its examination of the Company’s 2000 and 2001 federal

income tax returns. The proposed adjustments would accelerate the tax years in which the Company reports initial franchise fee income for federal income tax
purposes. If the IRS is successful, the Company would be required to report additional income for its 2000 tax year of approximately $45.2 million and
additional income for its 2001 tax year of approximately $4.8 million. The Company’s federal income tax liability with respect to the proposed adjustments,
exclusive of interest, penalties and any related state tax liability would be approximately $15.8 million for 2000 and $1.7 million for 2001. The Company is
currently contesting the proposed adjustments through IRS administrative proceedings.

In April 2005, the IRS proposed a similar adjustment in connection with its examination of the Company’s 2002 federal income tax return. The proposed
adjustment would accelerate the tax years in which the Company reports initial franchise fee income for federal tax purposes. If the IRS is successful, the
Company would be required to report additional income for its 2002 tax year of approximately $4.2 million. The Company’s federal income tax liability
with respect to the proposed adjustment, exclusive of interest, penalties and any related state tax liability would be approximately $1.5 million for 2002.

In June 2005, the IRS proposed a similar adjustment in connection with the Company’s 2003 federal income tax return. The proposed adjustment, if
upheld, would accelerate the Company’s 2003 tax year franchise fee income by approximately $1.3 million. The related federal income tax liability would be
$0.5 million.

For the tax years under audit, and potentially for subsequent tax years, such proposed adjustments could result in material cash payments by the
Company. These cash payments aggregated are approximately $19.5 million exclusive of interest, penalties, and any state income tax liability. The
Company has previously recorded in its consolidated financial statements the expected federal and state deferred income tax liability. The proposed
adjustments relate only to the timing of when the taxes are paid. Although the Company cannot determine at this time the resolution of this matter, we do not
believe that the proposed adjustments, if upheld, will have a material adverse effect on our financial condition or results of operations.

In addition, the Company has recorded contingency reserves for interest and any related state tax liabilities for the tax years under audit. As of
September 30, 2005, the Company believes these tax contingency reserve estimates are adequate to cover interest and any related state tax liabilities for the
years 2000, 2001, 2002 and 2003. However, inherent uncertainties exist in estimates of tax contingencies. Therefore, higher actual interest and any related
state tax liabilities paid by the Company could adversely affect our reported results.

Critical Accounting Policies
We prepare our Consolidated Financial Statements in conformity with U.S. generally accepted accounting principals. The preparation of these financial

statements requires senior management to make estimates, assumptions and subjective or complex judgments that are inherently uncertain and may
significantly impact the reported amounts of assets, liabilities, revenue and expenses during the reporting period. Changes in the estimates, assumptions and
judgments affecting the application of these policies may result in materially different amounts being reported under different conditions or using different
assumptions. We consider the following policies to be most critical in understanding the judgments that are involved in preparing our Consolidated
Financial Statements.

Self-Insurance Liability
We are self-insured for a portion of our employee workers’ compensation obligations. The Company maintains stop-loss coverage with third party

insurers to limit its total exposure. The accrued liability
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associated with this program is based on our estimate of the ultimate costs to be incurred to settle known claims and claims incurred but not yet reported as of
the balance sheet date. Our estimated liability is not discounted and is based on a number of assumptions and factors, including historical trends, actuarial
assumptions and economic conditions. If actual trends, including the severity or frequency of claims, differ from our estimates, our financial results could be
impacted.

The Company uses actuarial estimates as a basis for determining reserves for workers’ compensation losses. Actuarial studies are used to derive
maximum remaining losses and most likely projected remaining losses for each plan year for which claims remain open. Due to the uncertainty of remaining
losses, the Company uses a midpoint between most likely projected remaining losses and maximum projected remaining losses. As of September 30, 2005,
the maximum projected remaining losses for all open years was estimated to be $1.1 million. The most likely projected remaining losses for all open years
was estimated to be $0.3 million. The Company believes the estimate of workers’ compensation losses of $0.7 million as of September 30, 2005 is
appropriate based on the methodology discussed above. However, if actual losses differ from those estimated, the resulting change may produce materially
different amounts in Company restaurant expenses and/or general and administrative expenses in the Consolidated Statements of Income.

Income Taxes
We provide for income taxes based on our estimate of federal and state tax liabilities. Our estimates include, but are not limited to, effective state and

local income tax rates, allowable tax credits for items such as FICA taxes paid on reported tip income and estimates related to depreciation expense allowable
for tax purposes. We usually file our income tax returns several months after our fiscal year-end. All tax returns are subject to audit by federal and state
governments, usually years after the returns are filed, and could be subject to differing interpretation of the tax laws.

Deferred tax accounting requires that we evaluate net deferred tax assets to determine if these assets will more likely than not be realized in the
foreseeable future. This test requires projection of our taxable income into future years to determine if there will be taxable income sufficient to realize the tax
assets. The preparation of the projections requires considerable judgment and is subject to change to reflect future events and changes in the tax laws.

Tax contingency reserves result from our estimates of potential liabilities resulting from differences between actual and audited results. Changes in the
tax contingency reserve result from resolution of audits of prior year filings, the expiration of the statute of limitations, changes in tax laws and current year
estimates for asserted and unasserted items. Inherent uncertainties exist in estimates of tax contingencies due to changes in tax law, both legislated and
concluded through the various jurisdictions’ tax court systems. Significant changes in our estimates could adversely affect our reported results.

Leases
We lease most of our restaurant locations. We account for our leases under the provisions of FASB Statement No. 13, Accounting for Leases (SFAS 13)

and subsequent amendments, which require that our leases be evaluated and classified as operating or capital leases for financial reporting purposes. We
recognize rent expense for our operating leases, which have escalating rentals over the term of the lease, on a straight-line basis over the initial term. In
addition, the lease term is deemed to commence when we take physical possession of the leased property. We capitalize the straight-line rent amounts during
the construction period of leased properties. Straight-line rent subsequent to the construction period and prior to the restaurant opening is recognized as
expense. We use a consistent lease term when calculating depreciation of leasehold improvements, when determining straight-line rent expense and when
determining classification of our leases as either operating or capital. Contingent rents are generally amounts due as a result of sales in excess of amounts
stipulated in certain restaurant leases and are included in rent expense as they accrue.
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Certain of our lease agreements contain tenant improvement allowances. For purposes of recognizing incentives, we amortize the incentives over the the
shorter of the estimated useful lives or lease term. For tenant improvement allowances, we also record a deferred rent liability or an obligation in our non-
current liabilities on the consolidated balance sheets.

New Accounting Pronouncements
On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 123 (revised 2004), Share-Based Payment, which

is a revision of FASB Statement No. 123, Accounting for Stock-Based Compensation. Statement 123(R) supersedes APB Opinion No. 25, Accounting for
Stock Issued to Employees, and amends FASB Statement No. 95, Statement of Cash Flows. Generally, the approach in Statement 123(R) is similar to the
approach described in Statement 123. However, Statement 123(R) requires all share-based payments to employees, including grants of employee stock
options, to be recognized in the income statement based on their fair values. Pro forma disclosure is no longer an alternative. On April 14, 2005, the Securities
and Exchange Commission adopted a new rule that amends the compliance dates for Statement 123(R). Under the new rule, the Company is required to adopt
Statement 123(R) in the first quarter of 2006.

As permitted by Statement 123, the Company currently accounts for share-based payments to employees using Opinion 25’s intrinsic value method and,
as such, generally recognizes no compensation cost for employee stock options. Accordingly, the effect of adoption of Statement 123(R) cannot be predicted
at this time because it will depend on levels of share-based payments granted in the future. However, had we adopted Statement 123(R) in prior periods, the
impact of that standard would have approximated the impact of Statement 123 as described in the disclosure of pro forma net income and earnings per share
in Note 5 to our Consolidated Financial Statements. Statement 123(R) also requires the benefits of tax deductions in excess of recognized compensation cost
to be reported as a financing cash flow, rather than as an operating cash flow as required under current literature. This requirement will reduce net operating
cash flows and increase net financing cash flows in periods after adoption. While the Company cannot determine what the exact amounts will be in the future,
because they depend on, among other things, when employees exercise stock options, the amount of operating cash flows recognized in prior periods for such
excess tax deductions were $0.8 million and $1.1 million for the nine months ended September 30, 2005 and 2004, respectively.

In October 2005, the FASB issued Staff Position FAS 13-1, “Accounting for Rental Costs Incurred during a Construction Period,” which  requires rental
costs associated with ground or building operating leases that are incurred during a construction period to be recognized as rental expense. This Staff
Position is effective for reporting periods beginning after December 15, 2005, and retrospective application is permitted but not required. The Company
currently capitalizes rent incurred during the tenant construction phase. The Company plans to adopt this Staff Position in January 2006 and does not believe
it will have a material adverse effect on our financial condition or results of operations.
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Item 3.                        Quantitative and Qualitative Disclosures about Market Risk

There were no material changes from the information contained in the Annual Report on Form 10-K as of December 31, 2004.

Item 4.                        Controls and Procedures.

(a)          Disclosure Controls and Procedures. The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief
Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-
15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this
report. Based on such evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of such
period, the Company’s disclosure controls and procedures are effective.

(b)         Changes in Internal Control Over Financial Reporting. There have not been any changes in the Company’s internal control over financial reporting
(as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report relates that have
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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Part II. OTHER INFORMATION

Item 1.                        Legal Proceedings.
None.

Item 2.                        Unregistered Sales of Equity Securities and Use of Proceeds.
(a)–(b)Not applicable
(c)          The following table provides information relating to the Company’s repurchases of stock during the third quarter of 2005:

Period
Total Number of
Shares Purchased

Average Price
Paid per Share

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans
or Programs(1)

Maximum Number
of Shares that May
Yet Be Purchased
Under the Plans
or Programs(2)  

July 1, 2005–July 31, 2005 — $ — — 689,910
August 1, 2005–August 31, 2005 357,900 42.32 357,900 332,010
September 1, 2005–September 30, 2005 382,500 39.61 382,500 949,510

Total 740,400 $40.92 740,400 949,510

(1)          Total number of shares repurchased through September 30, 2005 under the stock repurchase plan announced in January 2003 is 3,650,490. This includes
2,323,690 shares repurchased in 2003 and 2004.

(2)          The above mentioned stock repurchase plan provided for the repurchase of up to 4.6 million shares, which includes a 1.0 million share increase
authorized by our Board of Directors on September 20, 2005.

Item 3.                        Defaults Upon Senior Securities.
None.

Item 4.                        Submission of Matters to a Vote of Security Holders.
None.

Item 5.                        Other Information.
None.

Item 6.                        Exhibits.

3.1 Restated Certificate of Incorporation of IHOP Corp. (Exhibit 3.1 to IHOP Corp.’s Form 10-K for the
fiscal year ended December 31, 2002 is incorporated herein by reference).

3.2 Bylaws of IHOP Corp. (Exhibit 3.2 to IHOP Corp.’s Form 10-K for the fiscal year ended December 31,
2002 is incorporated herein by reference).

3.3 Amendment to the bylaws of IHOP Corp. dated November 14, 2000 (Exhibit 3.3 to IHOP Corp.’s
Form 10-Q for the quarterly period ended March 31, 2001 is incorporated herein by reference).

11.0 Statement Re Computation of Per Share Earnings.
31.1 Certification of CEO pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.
31.2 Certification of CFO pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.
32.1 Certification of CEO pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.
32.2 Certification of CFO pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

IHOP Corp.
(Registrant)

November 4, 2005 BY: /s/ JULIA A. STEWART
(Date) President and Chief Executive Officer

(Principal Executive Officer)

November 4, 2005 /s/ THOMAS CONFORTI
(Date) Chief Financial Officer

(Principal Financial Officer)
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Exhibit 11.0

IHOP CORP. AND SUBSIDIARIES
STATEMENT RE COMPUTATION OF PER SHARE EARNINGS

(In thousands, except per share data)
(Unaudited)

 

Three Months Ended
September 30,

Nine Months Ended
September 30,

 2005 2004 2005 2004
NET INCOME PER COMMON SHARE BASIC

Weighted average shares outstanding 19,224 20,153 19,660 20,839
Net income available to common shareholders $11,972 $ 7,673 $33,976 $22,949
Net income per share—basic $ 0.62 $ 0.38 $ 1.73 $ 1.10

NET INCOME PER COMMON SHARE DILUTED
Weighted average shares outstanding 19,224 20,153 19,660 20,839

Net effect of dilutive stock options based on the treasury stock
method using the average market price 170 165 198 182

Total 19,394 20,318 19,858 21,021
Net income available to common shareholders $11,972 $ 7,673 $33,976 $22,949
Net income per share—diluted $ 0.62 $ 0.38 $ 1.71 $ 1.09

 



Exhibit 31.1

Certification Pursuant to
Rule 13a-14(a) of the

Securities Exchange Act of 1934, As Amended

I, Julia A. Stewart, President and Chief Executive Officer of IHOP Corp., certify that:

1.                 I have reviewed this Quarterly Report on Form 10-Q of IHOP Corp.;

2.                 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.                 Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.                 The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5.                 The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date: November 4, 2005
/s/ JULIA A. STEWART
Julia A. Stewart
President and Chief Executive Officer



Exhibit 31.2

Certification Pursuant to
Rule 13a-14(a) of the

Securities Exchange Act of 1934, As Amended

I, Thomas Conforti, Chief Financial Officer, certify that:

1.                 I have reviewed this Quarterly Report on Form 10-Q of IHOP Corp.;

2.                 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.                 Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.                 The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a)          Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c)          Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)         Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5.                 The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a)          All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date: November 4, 2005
/s/ THOMAS CONFORTI
Thomas Conforti
Chief Financial Officer (Principal 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 on Form 10-Q of IHOP Corp. (the “Company”) for the quarter ended September 30, 2005, as filed with the
Securities and Exchange Commission on November 4, 2005, (the “Report”), Julia A. Stewart, as President and Chief Executive Officer of the Company,
hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to the best of her knowledge:

(1)   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)   The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.

Date: November 4, 2005 /s/ JULIA A. STEWART
Julia A. Stewart
President and Chief Executive Officer

 

This certification accompanies the Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the
Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.



Exhibit 32.2

Certification Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report on Form 10-Q of IHOP Corp. (the “Company”) for the quarter ended September 30, 2005, as filed with the
Securities and Exchange Commission on November 4, 2005, (the “Report”), Thomas Conforti, as Chief Financial Officer of the Company, hereby certifies,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

(1)   The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)   The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.

Date: November 4, 2005 /s/ THOMAS CONFORTI
Thomas Conforti
Chief Financial Officer (Principal Financial Officer)

 

This certification accompanies the Report pursuant to § 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the
Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
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