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Item 2.02. RESULTS OF OPERATIONS AND FINANCIAL CONDITION.
 
On July 28, 2005, IHOP Corp. issued a press release announcing its second quarter 2005 financial results. A copy of the press release is attached as
Exhibit 99.1, and incorporated herein by reference.
 
Also on July 28, 2005, IHOP Corp. held a conference call to discuss its second quarter 2005 financial results. A copy of the prepared remarks of management
is attached as Exhibit 99.2, and incorporated herein by reference.
 
The prepared remarks of management accompanying management’s discussion during the conference call include references to the non-GAAP financial
measure “free cash flow.”  The Company defines “free cash flow” for a given period as cash provided by operating activities for such period, less capital
expenditures for such period.  Management utilizes free cash flow as a measure of operating efficiency to determine the amount of cash remaining for general
corporate and strategic purposes after funding operating activities and capital expenditures.  Management believes this information is helpful to investors to
determine the Company’s cash available for these purposes.  Free cash flow for any given period may be affected by a variety of factors, including but not
limited to, changes in assets and liabilities and the timing of purchases and payments.  Free cash flow is a supplemental non-GAAP financial measure and
should not be considered in isolation or as a substitute for measures of performance prepared in accordance with generally accepted accounting principles.
 
The following table reconciles the Company’s free cash flow to the Company’s cash provided by operating activities for each of the six months ended
June 30, 2005 and 2004:
 

Six Months Ended June 30, 2005 Six Months Ended June 30, 2004
 

(dollars in thousands) (dollars in thousands)
 

Cash flows from operating activities: $ 26,830 $ 32,608
Capital expenditures (2,639) (8,978)
Free cash flow $ 24,191 $ 23,630
 
Item 9.01. FINANCIAL STATEMENTS AND EXHIBITS.
 

(c)           Exhibits
 
Exhibit
Number Description
   
99.1 Press release of Registrant, dated July 28, 2005 (Second Quarter 2005 Financial Results).
99.2 Prepared remarks of management of Registrant for conference call held on July 28, 2005.
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SIGNATURE

 
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
hereunto duly authorized.
 

IHOP CORP.
Date: July 28, 2005 By: /s/ THOMAS CONFORTI

Thomas Conforti
Chief Financial Officer (Principal Financial Officer)
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EXHIBIT INDEX TO CURRENT REPORT ON FORM 8-K

 
Exhibit
Number Description
   
99.1 Press release of Registrant, dated July 28, 2005 (Second Quarter 2005 Financial Results).
99.2 Prepared remarks of management of Registrant for conference call held on July 28, 2005.
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Exhibit 99.1
 
FOR IMMEDIATE RELEASE
 

Stacy Roughan
Director, Investor Relations

IHOP Corp.
818-637-3632

 
IHOP CORP. REPORTS SECOND QUARTER 2005 RESULTS

 
GLENDALE, Calif., July 28, 2005 — IHOP Corp. (NYSE: IHP) today announced results for its second quarter and six months ended June 30, 2005.
 
IHOP reported an increase of 173.2% in net income to $11.9 million, or an increase of 185.7% in diluted earnings per share to $0.60 in the second quarter
2005.  IHOP’s net income and diluted net income per share comparisons to the prior year were impacted by pre-tax impairment and closure charges of $8.9
million recorded in the second quarter 2004 related to IHOP’s strategic repositioning of Company-operated restaurants.  Excluding this charge, net income
for the second quarter 2005 would have increased 24.9% to $12.4 million, or an increase of 31.9% in diluted net income per share to $0.62.  This increase is
primarily attributable to a 10.9% reduction in General & Administrative (G&A) expenses during the second quarter 2005, and a 5.5% reduction in diluted
weighted average shares outstanding as a result of the Company’s ongoing share repurchase program.
 
For the six months ended June 30, 2005, the Company reported an increase of 44.0% in net income to $22.0 million, or an increase of 54.9% in diluted net
income per share to $1.10.  IHOP’s net income and diluted net income per share comparisons to the prior year were impacted by pre-tax impairment and
closure charges of $10.1 million recorded in the first six months of 2004 related to IHOP’s strategic repositioning of Company-operated restaurants. 
Excluding this charge, net income for the first six months of 2005 would have increased 5.8% to $22.5 million, or an increase of 13.1% in diluted net income
per share to $1.12.  This increase is primarily due to minimal G&A growth and a 6.0% reduction in diluted weighted average shares outstanding as a result of
the Company’s ongoing share repurchase program.
 
Julia A. Stewart, IHOP’s President and Chief Executive Officer, said, “We are pleased with our strong financial performance for the second quarter as it reflects
our commitment to manage G&A expense and enhance operating leverage in our core business.  While our sales performance for the first half of the year was
disappointing, our operating model enabled us to increase profitability through improved expense control.  We expect that the second half of 2005 will show
improved sales performance, combined with continued expense control, to maintain strong financial momentum.  Even with modest same-store sales
increases, our model provides for continued strong cash flow, which is supported by a growing base of IHOP restaurants.”
 
Cash Flows from Operating Activities decreased in the six months ended June 30, 2005 to $26.8 million compared with $32.6 million in the same period in
2004.  This decrease was primarily due to a cash flow adjustment for $10.1 million in pre-tax impairment and closure charges taken in the first six months of
2004.  Capital expenditures were reduced from $9.0 million in the six months ended June 30, 2004 to $2.6 million in the first six months of this year,
reflecting the Company’s business model change.
 

450 N. Brand Boulevard • 7th Floor • Glendale, CA 91203-2306 • Phone: (818) 637-3632 • Fax: (818) 637-3120
 



 
Performance Highlights
 
The following are key business highlights for the second quarter 2005 resulting from IHOP’s three primary strategic objectives: Energize the Brand, Improve
Operations Performance and Maximize Franchise Development.
 
•                   Energize the Brand:  Supported by IHOP’s Stuffed Crepes and Sourdough Cheese Grillers national product promotions, system-wide same-store sales

increased by 0.9% in the second quarter 2005.  Sourdough Cheese Grillers performed modestly, but was strategically targeted to expand consumer
awareness about IHOP’s non-breakfast offerings.  The system-wide roll out of an enhanced core menu during the quarter also included the introduction of
new lunch and dinner offerings, which further supported IHOP’s focus on building its business beyond breakfast. IHOP also benefited from modest
pricing increases taken by franchisees at the time of the enhanced core menu roll out.  During the second quarter 2005, negative guest traffic trends
continued, but showed significant improvement in the last two months of the quarter as IHOP works to gain a healthier balance between guest traffic and
check average.

 
•                   Improve Operations Performance:  The Company evaluates each franchise operator on an “A” through “F” scale based on a range of objective criteria

including Mystery Shop reports, operational assessments, participation in training programs, and the maintenance of required management
infrastructure.  At the end of the second quarter 2005, 83% of IHOP’s franchisees were rated an “A” or a “B” based on this rating system.  This reflects an
improvement from 60% of IHOP’s franchisees rated as “A” or “B” operators in the second quarter 2004.

 
•                   Maximize Franchise Development:  During the second quarter 2005, IHOP franchisees and its area licensee opened 13 new IHOP restaurants, compared

to only five restaurants in the same quarter last year.  IHOP also continued to build its pipeline of franchise development commitments with additional
Multi-Store and Single-Store Development Agreements secured in the second quarter 2005 for its franchisees to build 28 new IHOP restaurants over the
next eight and a half years.  As of the end of the second quarter 2005, the Company’s franchise pipeline included signed or optioned commitments to
develop a total of 339 new IHOP restaurants over the next 11 years.  Currently, IHOP is finalizing legal agreements for additional franchise development
that could add up to 62 more IHOP restaurants to its development pipeline, which brings total signed, optioned and pending commitments to as many as
401 restaurants.

 
2005 Guidance Reiterated
 
IHOP reiterated its 2005 performance guidance and expects diluted net income per share for 2005 to range between $2.02 and $2.12.  The Company’s earning
performance outlook is based on the addition of 62 to 72 new restaurants to the IHOP system this year, and IHOP’s expectation that it will see positive same-
store sales growth in the range of 2% to 4% in 2005.
 
IHOP remains confident in reaching its same-store sales growth goals due to several sales catalysts planned for the second half of 2005, which include a
promising line up of promotional offerings, the system-wide introduction of a gift card program in September 2005, continued execution of its national cable
media advertising strategy, the second system-wide update of its enhanced core menu by year-end, and the remodeling of 225 to 250 IHOP restaurants in
2005.
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G&A expenses are expected to be within IHOP’s guidance range of $61 million to $63 million for 2005.  IHOP expects to keep G&A growth moderate as the
Company works to improve its operating leverage.  The Company’s G&A spending will focus on initiatives designed to support same-store sales growth,
enhance the IHOP brand and drive operational improvements throughout the IHOP system.
 
IHOP expects to generate between $55 million and $65 million in Cash Flows from Operating Activities in 2005, while principal receipts from note and
equipment contracts receivables are expected to be within the range of $15 million to $20 million.  These two combined sources of cash are expected to
generate between $70 million and $85 million in 2005.  Capital expenditures are expected to be within the range of $11 million to $13 million in 2005.
 
Investor Call Today
 
IHOP will host an investor conference call to discuss its second quarter 2005 results today, Thursday, July 28, 2005 at 10:00 a.m. Eastern Time (7:00 a.m.
Pacific Time).  To participate on the call, please dial 800-901-5248 and reference pass code 31290967.  A live webcast of the call will be available on IHOP’s
Web site at www.ihop.com, and may be accessed by visiting Conference Calls & Presentations under the site’s Investor Information section.  Participants
should allow approximately ten minutes prior to the call’s start time to visit the site and download any streaming media software needed to listen to the
webcast.  A telephonic replay of the call may be accessed through Thursday, August 4, 2005 by dialing 888-286-8010 and referencing pass code 64192772. 
An online archive of the webcast will also be available on the Investor Information section of IHOP’s Web site.
 
About IHOP Corp.
 
The IHOP family restaurant chain has been serving a wide variety of breakfast, lunch and dinner selections for more than 45 years. Offering a variety of
pancakes as well as omelettes, breakfast specialties, burgers, sandwiches, chicken and steaks, IHOP’s diverse menu appeals to people of all ages. IHOP
restaurants are franchised and operated by Glendale, California based IHOP Corp.  As of June 30, 2005, the end of IHOP’s second quarter, there were 1,207
IHOP restaurants in 48 states and Canada.  IHOP Corp. common stock is listed and traded on the New York Stock Exchange under the symbol “IHP.”  For
more information, call the Company’s headquarters at (818) 240-6055 or visit the Company’s Website located at www.ihop.com.
 
Forward-Looking Statements
 
There are forward-looking statements contained in this news release.  They use such words as “may,” “will,” “expect,” “believe,” “anticipate,” “plan,” or
other similar terminology.  These statements involve known and unknown risks, uncertainties and other factors, which 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 of 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
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availability of capital; competition; continuing acceptance of the International House of Pancakes brand and concepts 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 filings with the Securities and Exchange Commission. Forward-
looking information is provided by IHOP 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.
 

[Financial Tables to Follow]
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IHOP CORP. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

(Unaudited)
 

 

Three Months Ended
June 30,

Six Months Ended
June 30,

2005 2004
 

2005
 

2004
Revenues
Franchise revenues $ 39,887 $ 37,209 $ 80,784 $ 76,338
Rental income 32,806 32,405 65,844 64,797
Company restaurant sales 3,806 8,314 7,792 18,869
Financing revenues 6,409 8,216 14,311 18,024

Total revenues 82,908 86,144 168,731 178,028
Costs and Expenses
Franchise expenses 18,196 18,297 37,651 36,595
Rental expenses 24,333 23,705 49,016 47,125
Company restaurant expenses 3,788 8,942 8,594 20,898
Financing expenses 2,783 3,701 6,144 8,914
General and administrative expenses 12,514 14,045 28,077 27,680
Other expense, net 1,214 1,583 2,785 2,318
Impairment and closure charges 747 8,888 801 10,059

Total costs and expenses 63,575 79,161 133,068 153,589
Income before income taxes 19,333 6,983 35,663 24,439
Provision for income taxes 7,404 2,617 13,659 9,163
Net income $ 11,929 $ 4,366 $ 22,004 $ 15,276
          
Net Income Per Share

Basic $ 0.60 $ 0.21 $ 1.11 $ 0.72
Diluted $ 0.60 $ 0.21 $ 1.10 $ 0.71
          

Weighted Average Shares Outstanding
Basic 19,764 20,958 19,877 21,182
Diluted 19,968 21,134 20,090 21,373
          

Dividends Declared Per Share $ 0.25 $ 0.25 $ 0.50 $ 0.50
          
Dividends Paid Per Share $ 0.25 $ 0.25 $ 0.50 $ 0.50
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IHOP CORP. AND SUBSIDIARIES

RESTAURANT DATA
(Unaudited)

 
Three Months Ended

June 30,
Six Months Ended

June 30,
2005

 

2004
 

2005
 

2004
 

Restaurant Data
Effective restaurants (a)

Franchise 1,042 987 1,038 983
Company 9 32 9 37
Area license 150 145 149 145

Total 1,201 1,164 1,196 1,165
          

System-wide (b)
Sales percentage change (c) 5.6% 8.4% 5.2% 10.4%
Same-store sales percentage change (d) 0.9% 4.2% 0.8% 5.6%
          

Franchise
Sales percentage change (c) 6.3% 11.6% 6.1% 13.6%
Same-store sales percentage change (d) 0.8% 4.0% 0.8% 5.5%
          

Company
Sales percentage change (c) (54.2)% (61.0)% (58.7)% (54.0)%
Same-store sales percentage change (d) (3.1)% 7.1% (0.3)% 8.5%
          

Area License
Sales percentage change (c) 10.0% 16.3% 10.7% 14.3%

 

(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 $435.4 million and $871.1 million for the second quarter and first six months of 2005, respectively, and sales at area
license restaurants were $46.8 million and $96.6 million for the second quarter and first six 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.
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IHOP CORP. AND SUBSIDIARIES

RESTAURANT DEVELOPMENT AND FRANCHISING ACTIVITY
(Unaudited)

 
 

 

Three Months Ended
June 30,

Six Months Ended
June 30,

2005
 

2004
 

2005
 

2004
Restaurant Development Activity
Beginning of period 1,198 1,164 1,186 1,165

New openings
Company-developed — 2 2 3
Franchisee-developed 11 5 22 7
Area license 2 — 3 3

Total new openings 13 7 27 13
Closings

Company and franchise (4) (4) (6) (11)
Area License — — — —

End of period 1,207 1,167 1,207 1,167
          
Summary-end of period

Franchise 1,045 990 1,045 990
Company 11 32 11 32
Area license 151 145 151 145

Total 1,207 1,167 1,207 1,167
          

Restaurant Franchising Activity
Company-developed — 2 3 4
Franchisee-developed 11 5 22 7
Rehabilitated and refranchised 2 2 5 11

Total restaurants franchised 13 9 30 22
Reacquired by the Company (6) (3) (8) (3)
Closed (3) (4) (5) (8)

Net addition 4 2 17 11
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IHOP CORP. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

 
June 30,

2005
 

December 31,
2004

(Unaudited)
 

Current assets:
Cash and cash equivalents $ 44,793 $ 44,031
Marketable securities 10,958 14,504
Other current assets 49,529 48,079

Total current assets 105,280 106,614
Property and equipment, net 320,538 326,848
Long-term receivables:

Notes receivable 34,281 39,841
Equipment leases receivable 169,206 172,927
Direct financing leases receivable 122,952 124,410

Other long-term assets 57,377 51,037
Total assets $ 809,634 $ 821,677
      
Current liabilities:

Accounts payable $ 17,881 $ 17,133
Accrued expenses 17,104 20,551
Other current liabilities 14,931 12,669

Total current liabilities 49,916 50,353
Long-term debt 132,737 133,768
Other long-term liabilities 297,238 297,792
Stockholders’ equity 329,743 339,764
Total liabilities and stockholders’ equity $ 809,634 $ 821,677
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IHOP CORP. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(Dollars in thousands)

(Unaudited)
 

Six Months Ended
June 30,

2005
 

2004
Cash flows from operating activities

Net income $ 22,004 $ 15,276
Adjustments to reconcile net income to cash flows provided by operating activities:

Depreciation and amortization 9,910 9,332
Impairment and closure charges 801 10,059
Changes in current assets and liabilities (3,364) (1,061)
Other (2,521) (998)

Cash flows provided by operating activities 26,830 32,608
      

Cash flows from investing activities
Additions to property and equipment (2,639) (8,978)
Purchase and redemption of marketable securities, net 3,546 9,630
Proceeds from sale of land and building 890 1,472
Principal receipts from long-term receivables 10,487 10,424
Other (1,959) (1,051)

Cash flows provided by investing activities 10,325 11,497
      
Cash flows from financing activities

Dividends paid (10,002) (10,696)
Purchase of treasury stock (26,121) (46,333)
Other (270) (143)

Cash flows used in financing activities (36,393) (57,172)
      
Net change in cash and cash equivalents 762 (13,067)
Cash and cash equivalents at beginning of period 44,031 27,996
Cash and cash equivalents at end of period $ 44,793 $ 14,929
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IHOP CORP. AND SUBSIDIARIES

RECONCILIATION OF NET INCOME EXCLUDING IMPAIRMENT AND CLOSURE
CHARGES AND GAIN ON SALE OF REAL ESTATE

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

 
Three Months Ended

June 30,
 

Six Months Ended
June 30,

2005 2004
 

2005
 

2004
          
Net income, as reported $ 11,929 $ 4,366 $ 22,004 $ 15,276
Impairment and closure charges 747 8,888 801 10,059
Gain on sale of real estate — — — (485)
Income tax benefit (286) (3,333) (307) (3,590)
Net income excluding impairment and closure charges and gain on sale of

real estate $ 12,390 $ 9,921 $ 22,498 $ 21,260
          
Basic net income per share:
Net income, as reported $ 0.60 $ 0.21 $ 1.11 $ 0.72
Impairment and closure charges 0.04 0.42 0.04 0.47
Gain on sale of real estate — — — (0.02)
Income tax benefit (0.01) (0.16) (0.02) (0.17)
Net income excluding impairment and closure charges and gain on sale of

real estate $ 0.63 $ 0.47 $ 1.13 $ 1.00
          
Diluted net income per share:
Net income, as reported $ 0.60 $ 0.21 $ 1.10 $ 0.71
Impairment and closure charges 0.04 0.42 0.04 0.47
Gain on sale of real estate — — — (0.02)
Income tax benefit (0.02) (0.16) (0.02) (0.17)
Net income excluding impairment and closure charges and gain on sale of

real estate $ 0.62 $ 0.47 $ 1.12 $ 0.99
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Exhibit 99.2
 

IHOP Corp.
Second Quarter 2005 Call Script

 
Operator Introduction – Welcome and Instructions
 
Good day ladies and gentlemen, and welcome to IHOP’s second quarter 2005 conference call.  As a reminder, today’s conference is being recorded.  We do
ask that you stay on the line for the duration of today’s call, as we will be conducting a question-and-answer session.  Directions on how to participate will be
given at the end of management’s introductory remarks.
 
And now for opening remarks and introductions, I would like to turn the call over to Stacy Roughan, please go ahead.
 
Stacy Roughan – Welcome and Safe Harbor
 
Good morning and thank you for participating on IHOP’s second quarter 2005 conference call.  Today, with us from management are Julia Stewart, President
and CEO, and Tom Conforti, CFO.
 
Before I turn the call over to Julia and Tom, I would like to inform you that today’s conference call contains forward-looking statements.  These forward-
looking statements include such words as “may,” “will,” “expect,” “believe,” “anticipate,” “plan,” or other similar terminology.  These statements involve
known and unknown risks, uncertainties and other factors, which 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 of 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; legislation and government regulation including the ability to obtain satisfactory
regulatory approvals; conditions beyond IHOP’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 IHOP brand and concepts by guests and franchisees; IHOP’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 IHOP’s filings with the Securities and Exchange Commission, news releases and future conference calls. Forward-
looking information is provided by IHOP 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, IHOP disclaims any intent or obligation to update these forward-looking statements.
 
Now, I’d like to turn the call over to Julia Stewart.
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Julia Stewart – Second Quarter 2005 Performance Drivers
 
Thanks, Stacy, and welcome to everyone participating on the call.
 
I am pleased to be here today to discuss our strong financial performance for the quarter, particularly G&A savings brought on by our cost control efforts and
our ongoing ability to generate strong free cash flow.  We’ll also discuss our same-store sales performance for the second quarter 2005, and provide
background on some of the factors that give us confidence that we should be able to meet our financial guidance for the year.
 
Let’s start with earnings.  Excluding charges impacting year-over-year comparisons, net income for the second quarter 2005 increased 24.9% to $12.4 million
[dollars], or an increase of 31.9% in diluted net income per share to $0.62 [cents].  Net income for the first six months of 2005 rose 5.8% to $22.5 million
[dollars], or an increase of 13.1% in diluted net income per share to $1.12 [dollar/cents], excluding charges impacting year-over-year comparisons.
 
Our earnings performance for the quarter and year-to-date has been aided by improved expense controls in G&A and within our Franchise Operations
segment.  Our commitment to investors at the outset of 2005 was to manage G&A expense and enhance operating leverage in our core business.  Our second
quarter performance reflects this commitment.  In addition, early in the quarter as we saw signs of softening sales trends, we took steps to further reduce our
spending.  As such, we expect to reach the lower end of our G&A guidance of $61 million [dollars] to $63 million [dollars] for 2005 as we work to deliver on
this commitment.

 
3



 
In addition, earnings performance was supported by minimal expense growth in our Franchise Operations segment while revenue in this segment rose by
7.2% during the quarter.  Our Company Operations segment also returned to profitability during the second quarter, as strong sales and reduced labor and
food costs in our dedicated Company market in Cincinnati helped to offset losses incurred by operating a handful of restaurants, pending refranchising.
 
In addition, the number of shares outstanding was reduced during the second quarter and first six months of 2005 due to our ongoing share repurchase
program, which bolstered our EPS performance.  During the quarter, we repurchased approximately 541,000 IHOP shares, or the equivalent of $23.9 million
[dollars] worth of stock.
 
Our growing base of IHOP restaurants enables us to continue to generate strong Free Cash Flow.  In the first half of the year, we generated $26.8 million
[dollars] in Cash from Operations and reduced Capital Expenditures by 70.6%, reflecting the Company’s change in business model.
 
Turning to our same-store sales performance, system-wide same-store sales increased 0.9% for the second quarter 2005, and 0.8% for the six months of 2005. 
Our sales results for the quarter represent IHOP’s 10th consecutive quarter of positive same-store sales growth.  However, our performance was modest and
below our expectations.
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Our results reflect the completion of the Stuffed Crepes promotion in the first month of the quarter, and the modest performance of Sourdough Cheese Grillers
in May and June.  Promotions like Sourdough Cheese Grillers are a short-term tool that we use periodically in a longer-term strategic effort to support sales
growth beyond breakfast and improve our daypart mix over time.
 
Finally, the introduction of our current promotion, Funnel Cake Carnival, in the last week of the second quarter sparked strong consumer interest.  Guest
response to Funnel Cakes has been exceptional in its first few weeks, and we are hopeful of a continued positive sales impact for the third quarter.
 
Over the past four quarters, we have experienced declining traffic trends, which turned negative for the first time during the first quarter of this year.  While
negative traffic patterns did continue into the second quarter 2005, we experienced a significant improvement in both May and June, where traffic was only
slightly negative.
 
We believe a few factors contributed to this reversal.  First, the Sourdough Cheese Grillers promotion was supported with a national media window, compared
to local advertising in the same period last year.  And, national media generally promotes increased visits to our restaurants – whether it’s for the breakfast,
lunch or dinner daypart.  Additionally, our product promotion in the second quarter last year – Sirloin Round-Up – did not produce strong traffic results, and,
therefore, provided for somewhat easier comparisons this year.  Finally, as we mentioned on last quarter’s call, there were a handful of underperforming
markets that responded well to increased local restaurant
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marketing support and supplemental advertising.  For example, in several markets in Texas, we utilized a free pancakes offer with the purchase of a breakfast
item, which was advertised through local media buys.  This leveraged our core brand equity, and was a straightforward, but powerful offer that motivated
increased visits to IHOP restaurants in these underperforming markets.
 
During the second quarter, we also completed the system-wide roll out of an enhanced core menu.  The new menu included about a dozen new lunch and
dinner items, as well as improved breakfast offerings, such as our best selling Stuffed French Toast and the Philly Cheese Steak Super Stacker, among other
additions.  Guest response has been positive, and we are seeing early signs that our food quality scores from Mystery Shops are up as a result of these
improvements to our core menu.
 
In line with our recommendation, franchisees moderated price increases with the adoption of the new menu.  Pricing will continue to be an issue we watch
carefully as we look to strengthen IHOP’s value proposition with our guests and rebuild positive traffic trends.  We are working to provide education and
tools to franchisees to aid them in their pricing decisions, including a number of workshops at our upcoming National Franchise Conference in September.
 
Looking ahead, we believe that the second half of 2005 should show improved sales performance and help us reach our 2% to 4% same-store sales guidance
for 2005.  We are optimistic about the sales catalysts lined up for the second half of the year.
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As I mentioned, our Funnel Cake promotion is performing exceptionally well, and we expect this positive guest reception to continue.  In addition, the
remaining two product promotions for the year tested well, and are focused on leveraging our core brand equity around breakfast.  National media advertising
throughout the summer and fall should continue to provide a strong brand presence for IHOP.
 
And, we will introduce our first national gift card program in September.  With the system-wide adoption of gift cards in the months leading up to the holiday
season, we have both an incremental sales opportunity with gift card redemption before year-end, and expect to see a strong sales catalyst and a traffic driver
in early 2006.
 
Finally, our efforts to drive adoption of some form of 24-hour or extended hour operations are proceeding well.  Currently, 657 IHOP restaurants – or 55% of
our system – operate some form of 24-hours.  We are now offering franchisees of high potential, 24-hour locations an incentive to encourage trial of extended
hours.  Tom will tell you more about this plan in a moment, but we are optimistic that this trial period will demonstrate the increased sales opportunity 24-
hours could mean to many of our franchisees.
 
So, with a strong line up of promotions, our continued national media presence, the introduction of gift cards and the potential of 24-hour adoption by many
restaurants, I believe we have the right sales catalysts in place as we look to meet our same-store sales guidance for 2005.
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Additionally, we believe our remodel program will have a positive brand impact on guests as we work to position IHOP as a place for more than just the
breakfast daypart.  There are 97 franchise restaurants that have either completed their 2005 remodel, are substantially complete or underway.  Franchisees are
on track to complete a total of 225 to 250 remodels this year.  As franchisees are required to complete restaurant remodels every five years, we expect that
substantially all of the IHOP system will be remodeled by 2010.
 
Our franchise development pipeline remains strong, as franchisees signed commitments to develop another 28 restaurants during the second quarter.  This
brings total commitments and options to 339 restaurants.  We are currently in the process of finalizing legal agreements that, when signed, could add up to
another 62 more IHOP restaurants to the pipeline.  Signed, optioned and pending development commitments now total an additional 401 IHOP restaurants.
 
Franchisees are also meeting their development timelines in accordance with their commitments.  Franchisees and our Florida area licensee opened 13 new
IHOPs during the second quarter, compared to only five restaurants last year.  This brings year-to-date franchise and area licensee restaurant openings to 25
new IHOPs.  As restaurant development is typically back loaded to the second half of the year, we remain confident of meeting our development expectations
of 60 to 68 new franchise and area license IHOPs opening by the end of 2005.
 
Turning to Operations, we continue to execute against key operational improvement goals for the year.  We’ve seen an incremental increase in “A” and “B”
operators.  Now, 83% of our franchisees are rated as “A” or “B” operators,
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which is an improvement from 60% in the second quarter 2004 and up from 76% last quarter.
 
Turning to our dedicated Company market in Cincinnati… our four IHOP restaurants are performing well and providing an excellent testing ground and
learning opportunity for the system.  Strong guest acceptance is apparent as we are experiencing a more evenly distributed sales mix throughout the day –
with lunch and dinner traffic performing ahead of IHOP’s national daypart mix.  Our decision to open each restaurant initially on a 24-hour schedule is also
proving to be a strong sales contributor.  Our new building prototype and warmer, more welcoming interiors are certainly playing a role in expanding our
guests’ perception of IHOP in Cincinnati.  Once we’ve completed some refinements to the back of the house layout and address a few more functional issues,
we expect to roll out our new prototype nationwide.  Our current schedule calls for us to release this prototype to the system by year-end.  Our Cincinnati
menu is streamlined with a design that highlights lunch and dinner choices more prominently.  Strong sales and improved labor and food cost management in
Cincinnati led Company Operations performance, helping to offset losses at non-Cincinnati restaurants, which returned this segment to profitability in the
second quarter.
 
In these ways, we are making strides toward our goal of becoming an “A” operator – not only in the eyes of our guests, but also in the eyes of our franchisees. 
Everyday, we are improving our ability to transfer great ideas from Cincinnati to the IHOP system.
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In summary, all of our key strategies were in play during the second quarter – Energizing the Brand, Improving Operations and Maximizing Franchise
Development – each of which contributed to our strong financial performance.
 
For a more detailed discussion of our second quarter results, I’d like to now turn the call over to our Chief Financial Officer, Tom Conforti.
 
Tom Conforti – Second Quarter 2005 Performance Detail
 
Thanks, Julia, and good morning everyone.  Today, I’ll walk you through our performance for second quarter 2005.  Let’s begin with our earnings picture.
 
We reported an increase of 173.2% in net income to $11.9 million [dollars], or an increase of 185.7% to $0.60 [cents] in diluted earnings per share for the
second quarter 2005.  IHOP’s net income and diluted net income per share comparisons to the prior year were impacted by pre-tax impairment and closure
charges of $8.9 million [dollars] recorded in the second quarter 2004 related to IHOP’s strategic repositioning of Company-operated restaurants.  Excluding
these charges, net income for the second quarter 2005 increased 24.9% to $12.4 million [dollars], or an increase of 31.9% to $0.62 [cents] in diluted net
income per share.
 
For the six months ended June 30, 2005, we reported an increase of 44.0% in net income to $22.0 million [dollars], or an increase of 54.9% to $1.10
[dollar/cents] in diluted net income per share.  IHOP’s net income and diluted net income per share comparisons to the prior year were impacted by pre-tax
impairment and closure
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charges of $10.1 million [dollars] recorded in the first six months of 2004 related to IHOP’s strategic repositioning of Company-operated restaurants. 
Excluding these charges, net income for the first six months of 2005 increased 5.8% to $22.5 million [dollars], or an increase of 13.1% to $1.12 [dollar/cents]
in diluted net income per share, year-over-year.
 
Before I cover our reporting segments, I would like to move directly to G&A expenses.  G&A spending decreased 10.9% to $12.5 million [dollars] for the
quarter and was basically flat against prior year in the first six months of 2005, primarily due to proactive G&A management.  Other contributing factors
included lower than expected field bonus payouts, as these payments are tied to our sales performance.  During the second quarter, we also benefited from
credits for certain legal expenses incurred in earlier periods.  For the remainder of the year, we have a proactive G&A management program in place.  We have
made a number of decisions already, which should enable us to reach the lower end of our G&A guidance of $61 million [dollars] to $63 million [dollars]. 
So, despite IHOP’s somewhat modest same-store sales increases in the first half of the year, our operating model enabled us to increase profitability through
improved expense control, and we will continue to exercise this level of control throughout the remainder of the year.
 
Now, let’s turn to a brief discussion of the Company’s quarterly profit performance highlights by our four key reporting segments.
 
In our core business, Franchise Operations, profit increased by 14.7% to $21.7 million [dollars] for the second quarter, and by 8.5% to $43.1 million
[dollars] for the
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first half of 2005.  Segment revenue grew by 7.2% to $39.9 million [dollars] in the quarter, and by 5.8% to $80.8 million [dollars] for the first six months of
2005.  This increase in Franchise Operations revenue was driven by an increased number of new IHOP restaurants opened by franchisees.  Franchise retail
sales increased 6.3% and 6.1% for the quarter and year-to-date, respectively, as a result of a 5.6% growth in the number of effective franchise restaurants for
both the quarter and year-to-date.
 
Franchise Operations aggregate profit grew as well due to lower overall Micros Point-of-Sales subsidies IHOP provides to franchisees in conjunction with
Micros POS installations.  In addition, Franchise Operations expense decreased in line with an expected reduction in advertising expense for the full year. 
These two items caused Franchise Operations expense for the quarter to be flat year-over-year, creating operating leverage as revenues grew faster than
expense in this segment.
 
As Julia mentioned, we are now offering a 24-hour adoption incentive program for franchisees who are not already taking advantage of extended hours.  The
purpose of the program is to encourage trial and, ultimately, permanent adoption of extended-hour operations – whether it’s 24/7, 24/3 or 24/2 operations –
at franchise restaurants.  Our incentive plan involves waiving our normal 4.5% royalty on franchise sales ONLY during the additional operating hours each
restaurant attempts.  This royalty relief during incremental hours will last for the first six weeks of the trial period.  And, in order to get the incentive,
franchisees must continue this trial period for an additional six weeks without the subsidy.  Extending operating hours at certain high potential locations can
translate to a
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powerful sales driver for IHOP.  But, most importantly, it is an opportunity for franchisees to leverage the fixed costs in their business and increase their own
profitability.  We anticipate greater franchisee willingness to try 24-hour operations under this incentive plan, as we partner with them to demonstrate the top
and bottom line benefits of 24-hour operations.
 
Turning to Rental Operations… Rental Operations profit decreased by 2.6% to $8.5 million [dollars] for the second quarter 2005, and by 4.8% to $16.8
million [dollars] for the first half of 2005.  Aggregate profit decreased primarily due to lowered rent margins related to our aggressive refranchising efforts in
2004 and our moderate same-store sales performance.  Rental Operations expense grew in both periods due to an increase in the number of effective leases,
with rent concessions that we extended on refranchised restaurants driving expense growth higher than revenue growth.
 
Turning to Company Operations, our management of this segment continued to improve, resulting in a profit of $18,000 [dollars], and our year-to-date loss
in this segment improved to $802,000 [dollars] for the first half of 2005.  This improvement reflects strong sales and reduced labor and food cost in
Cincinnati – helping to offset losses at Company-restaurants currently in the process of being refranchised – as well as a reversal of a bonus accrual taken in
the first quarter 2005, which led our Company Operations segment to profitability during the quarter.  In addition, our successful refranchising and
repositioning efforts produced a 75.7% decrease in effective Company Restaurants for the first six months of the year.  As a result, we ended the quarter with
11 Company-operated restaurants, four of which are IHOPs located in the Cincinnati Company market,
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versus a total of 32 Company restaurants at the end of the second quarter last year.
 
With regard to refranchising, I’d like to point out that four of our 11 Company-operated restaurants are being held for sale as a part of a larger Multi-Store
Development Agreement for the state of Alabama, which we are currently in the final stages of completing with an existing franchisee.  And, the remaining
three non-Cincinnati restaurants have already been refranchised.  We have a great track record of refranchising take backs without actually taking possession
of the restaurant.  And, as such, we have minimized the cost of gearing up to operate take back restaurants for short periods.  The general exception is when
we see an opportunity to package take backs with a Multi-Store Development Agreement for greater market penetration.  Otherwise, our goal is to limit
Company-operated units to only those restaurants in Cincinnati.
 
Finally, let’s turn to Financing Operations. Financing Operations segment profit decreased, as expected, by 19.7% to $3.6 million [dollars] for the second
quarter 2005, and by 10.4% to $8.2 million [dollars] for the first half of 2005.  This decrease was primarily due to the declining long-term note balances at the
end of these periods in 2005 versus the same periods last year.  On occasion, the performance of our Financing Operations segment can benefit from the
refranchising of Company-operated restaurants, as refranchising is typically completed on terms which are similar to our old business model.
 
Moving to our Cash Flow statement, Cash Flow from Operations decreased for the first six months of 2005 to $26.8 million [dollars] compared to $32.6
million
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[dollars] in the same period in 2004.  This reduction reflected the cash flow adjustment for $10.1 million [dollars] in pre-tax impairment and closure charges
recorded in the first six months of 2004.  Additionally, while we continue to focus on receivables management, the Company benefited last year from strong
improvements, and we are maintaining those improvements in 2005.
 
Capital expenditures were reduced from $9.0 million [dollars] in the six months ended June 30, 2004 to $2.6 million [dollars] in the first six months of this
year, reflecting the Company’s business model change.  IHOP was in the process of completing investment in the old business model restaurant development
in 2004, which is not a factor for us this year.
 
Free Cash Flow – which we define as Cash from Operations less Capex – came in at a positive $24.2 million [dollars] in the first half of 2005, versus $23.6
million [dollars] in the same period last year.
 
Now, turning to the balance sheet, the balance of cash, cash equivalents and marketable securities at the end of the first six months of 2005 is relatively
constant to the level at the end of 2004.  This is primarily due to the net increase in cash generated net of CAPEX, being offset by share repurchases and
dividend payments in the first half of 2005.  Our longer-term asset categories showed a continuing gradual decline, as expected, due to our business model
change.  Long-term receivables decreased to $326.4 million [dollars] from $337.2 million [dollars] at the end of 2004.  The balance of property and
equipment decreased 1.9% to $320.5 million [dollars] from the end of last year.
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A key message we want to emphasize is our ability to generate significant amounts of cash, which remains unchanged despite slower than expected same-
store sales gains in the first half of 2005.  Growing same-store sales is an important factor in managing the overall health of our business, but our growing base
of IHOP restaurants and cash run-off of our old business model allow for consistency in total cash generation.  This is an investment consideration we know
many of IHOP’s investors value.
 
We expect to generate between $55 million [dollars] and $65 million [dollars] in Cash Flows from Operating Activities in 2005.  CAPEX should range
between $11 million and $13 million as we plan to limit capital spending primarily to building out our Company market in Cincinnati and for necessary IT
investment.  This dynamic should allow for strong Free Cash Flow ranging between $42 million and $54 million in 2005.
 
Free Cash Flow will be augmented by the run-off of notes receivable established under our old business. This provides an additional source of cash from
principal receipts from note and equipment contracts receivables expected to be within the range of $15 million [dollars] to $20 million [dollars].
 
Cash from Operations and our receivable run-off are expected to generate between $70 million [dollars] and $85 million [dollars] in 2005, before CAPEX,
dividend and share repurchase activities.
 
Now, I’d like to provide you a brief update on our dealings with the IRS.  As many of you know, audits were conducted of our 2000, 2001 and 2002 tax
filings.
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During those audits, the agent challenged the accounting methodology IHOP uses to report initial franchise fees for federal income tax purposes.  Just
recently, the IRS completed its tax audit for fiscal year 2003, and concluded the same point.  This finding would be added to the IRS’s initial findings from
its earlier audits.  We estimate that our worst case federal income tax payment obligation with respect to such additional income – including interest,
penalties and related state tax liability – could be as much as $31 million for all audit years, most of which is reserved for.  As you are aware, we are currently
contesting the proposed adjustments through administrative proceedings.  We now expect the conclusion of this matter sometime in 2006.
 
Our commitment to return cash to shareholders remains.  As Julia mentioned, we repurchased approximately 541,000 shares at an average price of $44.20 per
share during the second quarter.  Since we began our share repurchase program in 2003, we have brought back a total of 2.9 million shares, or spent the
equivalent of $109.0 million [dollars] in repurchasing our stock.
 
Our Board of Directors declared a quarterly cash dividend of $0.25 [cents] per common share payable on August 23, 2005 to shareholders of record as of
August 1, 2005.  Since we began paying a dividend in May 2003, we have returned $46.8 million [dollars] of cash to shareholders through regular dividend
payments.  Between share buyback and dividend payments, our total cash return to shareholders now exceeds $155 million [dollars].
 
Now, I’d like to turn the call back to Julia.
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Julia Stewart – Wrap Up to Q&A
 
Thanks, Tom.  Before I open the call for questions, I would like to reiterate our key performance guidance and assumptions for 2005, which remain
unchanged.
 
In 2005, we expect earnings per diluted share to range between $2.02 [dollars/cents] and $2.12 [dollars/cents].  Our EPS performance will be driven by four
key factors:
 

•                   Continued G&A control with spending expected to reach the lower end of our guidance of $61 million [dollars] to $63 million [dollars];
 
•                   Same-store sales growth in the range of 2% to 4%;
 
•                   60 to 68 restaurants developed by our franchisees and area licensee in Florida; and
 
•                   Continued share buyback.
 

G&A control is an increasingly important factor in our financial performance as we look to create improved operating leverage.
 
As Tom detailed, I want to reiterate our confidence in meeting our cash generation expectations for the year.  Our ability to generate significant amounts of
Cash from Operations plus our receivables run-off remains unchanged.
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Looking ahead, in September, we will host franchisees in Orlando for our National Franchise Conference.  This annual event allows the IHOP system and
management to come together to set our operating path for 2006.  It’s an opportunity for us to provide our vision for the future while also listening to our
franchisees’ feedback and to foster collaboration and teamwork.  As I mentioned, pricing will be a big focus during the conference.  We have extensive
workshops aimed at educating and assisting franchisees with their pricing strategies.  Coupled with Marketing and Operations topics, this year’s National
Franchise Conference is set to be our best ever!
 
With that, Tom and I would be happy to answer any questions you might have.  Operator?
 
Julia Stewart – Closing Remarks
 
Thanks again for joining us today.  Should you have any follow up questions, Tom and I are here and available, so just give us a call.
 
We look forward to speaking to you on our third quarter 2005 investor call scheduled for 10:00 a.m. Eastern on Thursday, October 27th.
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